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PROPOSAL TO REVISE CERTAIN DIS- 
CLOSURE FORMS AND RULES, IN 
PART TO COORDINATE THE COMMIS- 
SION’S LINE OF BUSINESS INFORMA- 
TION WITH THE INDUSTRY SEGMENT 
INFORMATION REQUIRED BY A RE- 
CENT STATEMENT ISSUED BY THE 
FINANCIAL ACCOUNTING STAN- 
DARDS BOARD AND TO AVOID ANY 
DUPLICATION RESULTING FROM 
COMPLIANCE WITH SUCH STATE- 
MENT. CERTAIN OF THESE PROPO- 
SALS WOULD REQUIRE PRESENTA- 
TION OF DETAILED DESCRIPTIONS OF 
INDUSTRY SEGMENTS IN WHICH A 
REGISTRANT ENGAGES IN BUSINESS. 
OTHER AMENDMENTS WOULD RE- 
QUIRE FIVE-YEAR FINANCIAL INFOR- 
MATION RELATING TO INDUSTRY 
SEGMENTS AND FOREIGN AND DON- 
ESTIC OPERATION. (File No. S7-695— 
Comment Period Expires August 10, 
1977) 


EDWARD J. MAWOD & CO. 


Where registered broker-dealer and its 
general partner aided and abetted an 
over-the-counter manipulation and also 
violated the Securities Exchange Act's 
credit extension and recordkeeping provi- 
sions, he/d, in public interest to revoke 
broker-dealer registration and to suspend 
its general partner from association with 
any broker-dealer for one year. 
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SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 58261/May 10, 1977 


SECURITIES ACT OF 1934 
Release No. 13525/May 10, 1977 


PUBLIC UTILITY HOLDING CO. ACT OF 1935 
Release No. 20023/May 10, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9761/May 10, 1977 


[File No. S7-695 Comment Period Expires 8/10/77] 


INDUSTRY AND HOMOGENEOUS GEOGRAPHIC 
SEGMENT REPORTING 


Proposed Amendments of Disclosure Forms and Rules 
AGENCY: Securities and Exchange Commission. 
ACTION: Proposed Rule. 


SUMMARY: The Commission proposes to revise 


certain disclosure forms and rules, in part to coordinate 
the Commission's line of business information with the 
industry segment information required by a recent 


statement issued by the Financial Accounting Stand- 
ards Board and to avoid any duplication resulting from 
compliance with such statement. Certain of these 
proposals would require presentation of detailed 
descriptions of industry segments in which a registrant 
engages in business. Other amendments would require 
five-year financial information relating to industry 
segments and foreign and domestic operations. As a 
part of the latter proposal, the amendments would 
codify the position of the staff of the Commission's 
Division of Corporation Finance that segment financial 
information must be included in certain proxy and 
information statements and in annual reports to 
shareholders. In conjunction with these specific 
proposals, the Commission proposes the development 
of a new, integrated disclosure form. In addition, 
comments are sought on whether or not segment 
financial information should be required on a quarterly 
basis in the interim report. 


DATE: Comments should be submitted on or before 
August 10, 1977. 


ADDRESS: Comments should refer to File S7-695 and 
should be submitted in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. All comments will be available for public 
inspection. 
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FOR FURTHER INFORMATION CONTACT: Linda L. 
Griggs, Office of Disclosure Policy and Proceedings, 
Division of Corporation Finance, (202/755-1750) or 
Edward R. Cheramy, Office of the Chief Accountant 
(202/376-8020), Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTAL INFORMATION: In December, 1976, 
the Financial Accounting Standards Board (‘’FASB”’) 
issued Statement of Financial Accounting Standards 
No. 14, ‘‘Financial Reporting for Segments of a 
Business Enterprise’ (‘““SFAS No. 14’’). SFAS No. 14 
requires corporations to disclose certain financial 
information by industry and homogeneous geographic 
segments as defined in the statement. In part of this 
release, the Commission is proposing the revision of 
certain of its disclosure requirements in order to 
integrate the information to be furnished pursuant to 
SFAS No. 14 with the textual disclosures required by 
the Commission forms. Registrants may include any of 
the information specified in these proposed amend- 
ments within the Commission registration and reporting 
forms prior to the adoption of any revisions in order to 
provide more meaningful disclosure. 


GENERAL STATEMENT 


The Securities and Exchange Commission today 
published for comment proposed amendments to 
certain of its reporting forms under the Securities Act of 
1933 (‘‘Securities Act’) [15 U.S.C. 77a et seq., as 
amended by Pub. L. No. 94-29 (June 4, 1975)] and the 
Securities Exchange Act of 1934 (‘Exchange Act’’) [15 
U.S.C. 78a et seq., as amended by Pub. L. No. 94-29 
(June 4, 1975)]. If adopted, these proposals would 
require registrants to discuss separately, within the 
business and property discussions contained in 
documents on Form S-1 (17 CFR 239.11) under the 
Securities Act and Forms 10 (17 CFR 249.210) and 10-K 
(17 CFR 249.310) under the Exchange Act, each 
industry segment into which their business operations 


‘are classified and to present a five-year tabular 


presentation of certain financial information concerning 
these industry segments and foreign and domestic 
operations in documents filed on Forms S-1, S7 (17 
CFR 239.26) and S-8 (17 CFR 239.16b) under the 
Securities Act and Forms 10 and 10-K under the 
Exchange Act. Concomitant with the latter proposal, 
the Commission proposes amendments which would 
codify the position of the staff of the Division of 
Corporation Finance (the ‘’Staff’’) with respect to the 
disclosure of financial information relating to industry 
segments within the business description required by 
Item 14 of Schedule 14A of Regulation 14A (17 CFR 
240.14a-101) under the Exchange Act and in annual 
reports to shareholders and which would require 
disclosure of financial information relating to foreign 
and domestic operations in these documents. Forms 
S-1 and S-7 are forms for the registration of securities 





under the Securities Act. Form S-8 is the form for the 
registration of securities under the Securities Act to be 
offered to employees pursuant to certain plans. Form 10 
is the general form for the registration of securities 
under the Exchange Act. Form 10-K is the form for 
annual reports filed pursuant to Section 13 or 15(d) of 
the Exchange Act and Schedule 14A specifies the 
information required to be set forth in proxy and 
information statements filed pursuant to Section 14 of 
the Exchange Act. Schedule 14A under the Exchange 
Act is also applicable to the solicitation of proxies under 
the Public Utility Holding Company Act of 1935 [15 
U.S.C. 79s et seq., as amended by Pub. L. No. 94-29 
(June 4, 1975)] and the Investment Company Act of 
1940 [15 U.S.C. 80a-1 et seq., as amended by Pub. L. 
No. 94-29 (June 4, 1975)]. 


In view of the extensive nature of the revisions 
necessitated by these proposals, the Commission is 
taking this opportunity to propose the development of 
Form S-K which would be an integrated disclosure form 
whose first two items would be the items affected by 
the proposed amendments discussed above. Items 9 
and 10 of Form S-1, Item 5 of Form S-7, Item 18 of 
Form S-8, Items 1 and 3 of Forms 10 and 10-K, Rules 
14a-3 (17 CFR 240.14a-3) and 14c-3 (17 CFR 240.14c-3) 
and Item 14 of Schedule 14A would be revised to refer 
specifically to the appropriate disclosure requirements 
contained in this integrated disclosure form. 


In addition, the Commission requests comments as to 
whether it is necessary or appropriate in the public 
interest or for the protection of investors to amend 
Form 10-Q for quarterly reports (17 CFR 249.308) under 
the Exchange Act to require the inclusion of quarterly 
financial information relating to the industry segments 
into which a registrant's business is classified. Specific 
amendments to Form 10-Q are not proposed at this 
time. 


This release Contains a general discussion of the 
background, purpose and effect of the proposals and 
requests comments on certain additional areas for 
disclosure. 


A. Background 


In proposing these amendments at this time, the 
Commission has considered the impact on reporting 
obligations of corporations of the Statement of 
Financial Accounting Standards No. 14 (“SFAS No. 
14'') and has taken note of certain tentative 
recommendations made by the Advisory Committee on 
Corporate Disclosure (the ‘‘Advisory Committee’). A 
discussion of SFAS No. 14 and the Advisory 
Committee’s recommendations follows. 


SFAS No. 14 


SFAS No. 14 requires the reporting of financial 
information relating to industry segments and foreign 
and domestic operations when a company issues 
annual financial statements or a complete set of interim 
period financial statements [i.e., balance sheet, income 
statement, statement of source and application of funds 
and notes to the financial statements].' The requisite 
information must be presented within the financial 
statements or the notes thereto or must be referenced 
in the financial statements if not clearly a part thereof? 


Companies are required to report the amounts of 
revenues, with intersegment sales or transfers shown 
separately, operating profit or loss (revenue less 
operating expenses) and identifiable assets for each 
significant industry segment; In addition, the inform- 
ation about revenue, profitability and identifiable 
assets must be reconciled to the related amounts in the 
consolidated financial statements of the enterprise.* 
Certain other related disclosures are also required. A 
segment is regarded as significant and therefore 
reportable if its revenues, operating profits (or losses) or 
identifiable assets are ten percent or more of the related 
combined amounts for all of a company’s industry 
segments.> To ensure that the reportable segments 
represent a substantial portion of the company’s overall 
operations, SFAS No. 14 stipulates that the combined 
revenues of the reported segments must equal or 
exceed 75 percent-of the company’s total revenues.® 


SFAS No. 14 requires companies to furnish financial 
information for their operations in different geographic 
areas of the world which is similar to that required for 
industry segments.’ The financial information is to be 
presented for the company’s domestic operations and 
for its foreign operations, either in the aggregate, or, if 
appropriate, by geographic area, if the revenue 
generated by the company’s foreign operations from 
sales to unaffiliated customers contributed ten percent 
or more to consolidated revenue or if the identifiable 
assets of the company’s foreign operations are ten 





"SFAS No. 14, Paragraph 4. 


2Id. Paragraph 28. 


3id. Paragraph 22. 


. Paragraph 30. 
. Paragraph 15. 
. Paragraph 17. 
. Paragraph 35. 
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percent or more of consolidated assets.2 SFAS No. 14 
also requires disclosure of the amount of export sales 
from an enterprise’s home country to unaffiliated 
customers in foreign countries when this amount is ten 
percent or more of toal revenue from sales to 
unaffiliated customers.® 


Finally, if a company derives ten percent or more of its 
revenue from sales to any single customer, SFAS No. 
14 requires disclosure of the fact and of the amount of 
revenue received from each such customer."° 


SFAS No. 14 is effective for fiscal years beginning after 
December 15, 1976 and for interim periods within those 
fiscal yars for which complete financial statements are 
provided. When financial statements are presented for 
more than one fiscal year, the segmental information 
must be presented for each such year." 


Recommendation of the Advisory Committee 
On Corporate Disclosure 


At its February, 1977 meeting the Advisory Committee 
agreed to recommend that the Commission take action 
to (1) integrate the textual disclosures required in 
Commission forms with the segmental financial 
statements disclosures required by SFAS No. 14 and (2) 
require the inclusion of segmental financial statement 
disclosure in interim reports on Form 10-0." In 
furtherance of the integration of disclosures, the 
Advisory Committee also recommended that segment 
information be discussed in the Management's Discus- 
sion and Analysis of the Summary of Operations 
pursuant to Guides 22 and 1 [Accounting Series Release 
No. 159 (August 14, 1974), 39 FR 31894] of the Guides 
for the Preparation and filing of Registration Statements 
under the Securities Act (17 CFR 231) and of the Guides 
for the Preparation and Filing of Registration Statements 
Registration Statements under the Exchange Act (17 
CFR 241). 





8id. Paragraph 32. 

°ld. Paragraph 36. 

"Id. Paragraph 39. 

"id. Paragraphs 3, 41. 

"See Minutes of the Sixth Meeting of the Securities and 
Exchange Commission Advisory Committee on Cor- 


porate Disclosure on February 7 and 8, 1977. 
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B. Purpose and Effect of Proposed Revisions 


These proposals represent the continuing efforts of the’ 
Commission to provide necessary information to 
investors and to minimize any consequent burden to 
registrants by making the various disclosure require- 
ments more uniform. The specific proposals set forth 
herein should accomplish these goals by (1) taking the 
first step in providing an integrated disclosure form; (2) 
coordinating certain Commission line of business 
disclosure requirements with the segment disclosure 
requirements of SFAS No. 14; (3) improving segment 
disclosure for the benefit of investors; and (4) codifying 
a Staff position with respect to business related 
disclosure. 


The proposal to begin the development of a new 
integrated disclosure form, Form S-K, should improve 
and simplify significantly the disclosure process by 
eliminating immaterial differences among the disclosure 
requirements in the various registration and reporting 
forms. If the proposed Form S-K is adopted, future 
amendments affecting many disclosure forms would be 
reflected in the new form with appropriate revisions and 
cross-references added to the disclosure forms. 


Certain of the Commission forms now require disclosure 
. e ° ° . 4 
of sales and income information for lines of business, 


and income information for classes of similar products 
or services. The identification of the various lines of 
business has primarily been left to registrants by the 
Commission, although the Commission forms present 
general guidelines for such a determination." 


As a result of the issuance of SFAS No. 14 by the 
FASB, registrants will be required to include within their 
financial statements more detailed financial information 
relating to the reportable industry segments in which 
they do business. In addition, the Commission 
anticipates that companies complying with SFAS No. 
14 may classify their business into industry segments 
which differ from the lines of business previously 
reported in the Commission forms. In order to avoid 
duplicative reporting of similar information as a result of 
SFAS No. 14, the Commission is proposing to amend 
its disclosure requirements to require the presentation 
of financial information relating to industry segments in 
lieu of lines of business in registration statements on 
Forms S-1, S-7, S-8 and 10, and in annual reports on 





The Commission determined that it was not feasible or 


or desirable to be very specific in defining a line of 
business because of the numerous ways in which com- 
panies are organized to do business. See Securities Act 
Release 4988 (July 14, 1969), 34 FR 12176. 





» Form 10-K.% In conjunction with these amendments the 
Commission is proposing revisions which would codify 
the Staff’s policy that segment information should be 
included in certain proxy and information statements 
and in annual reports to shareholders. 


The Commission also believes that the financial 
disclosure relating to domestic and foreign operations 
required by SFAS No. 14 will provide meaningful 
information to investors as to the volume of operations 
abroad and the importance to the company of both 
Foreign operations and export Sales. Therefore, 
amendments are proposed which would require 
inclusion of financial information relating to domestic 
and foreign operations in documents on Forms S-1, 
S-7, S-8, 10 and 10-K, in certain proxy and information 
statements and in annual reports to shareholders. 


It is the opinion of the Commission that meaningful 
segment information is crucial to reasoned investment 
decision-making in multi-segment companies. There- 
fore, the Commission proposes certain amendments 
which would require the textual business discussion in 
Forms S-1, 10 and 10-K to be presented by industry 
segment. 


The proposed amendment to require detailed descrip- 
tions of the industry segments as well as the 
amendments to require disclosure of financial inform- 
ation relating to industry segments and foreign and 
domestic operations should provide more specificity in 
the business information and should achieve more 
uniformity in the type of information in the documents 
and in the methods of presentation of this data. In 
addition, these proposed amendments would partially 
implement the aforementioned recommendations made 
by the Advisory Committee. The Commission is not 
proposing specific amendments to Guides 22 and 1 at 
this time, however, because additional amendments to 
these guides are contemplated. Nevertheless, regis- 
trants are urged to include within the management's 
discussion and analysis of the five-year summary of 
operations analyses of the performance of the industry 
segments. 





'4iIn general, the proposed amendments require the type 
of financial information required by SFAS No. 14. The 
Commission now is considering a petition submitted 
under Rule 4 of the Rules of Practice (17 CFR 201.4) by 
Tax Analysts and Advocates. The petition requests that 
disclosure be required of net income by geographic area 
in order that information may be obtained concerning, 
among other things, a corporation’s effective tax rate on 
United States and foreign activities. The Commission 
will announce its action on the petition at a later time. 


C. Comments Invited on Disclosure by Foreign 
Issuers and on Quarterly Segmental Reporting 


Comments are specifically requested on the resulting 
applicability of the proposed amendments to foreign 
issuers which file registration statements under the 
Securities Act. Interested persons are invited to discuss 
the proposed requirements that industry segments be 
described and that five-year financial information be 
furnished as to industry segments and foreign and 
domestic operations as they relate to foreign issuers. 


Another recommendation of the Advisory Committee to 
the Commission is that quarterly reports contain 
segmental financial statement disclosure because of the 
importance of the information required by SFAS No. 
14. Since SFAS No. 14 is applicable only to a complete 
set of financial statements, the statement would have 
no impact upon Form 10-Q financial statement 
requirements absent further Commission action. The 
Commission specifically invites comments on the need 
for this additional disclosure and on the burdens of 
maintaining accounting systems which would enable 
this information to be made available. 


D. Compliance with the Proposed Amendments 
Prior to their Adoption 


In order to encourage the inclusion of more detailed 
segmental information in documents filed pursuant to 
the securities acts, the Commission has determined to 
permit registrants to include any of the information 
called for by these proposals upon their publication so 
long as the existing disclosure requirements are 
satisfied. 


SPECIFIC PROPOSALS 
A. Financial Information for Industry Segments 


As noted above, the Commission proposes to amend 
certain disclosure forms to require the presentation of 
financial information relating to the industry segments 
into which the registrant's business is classified in lieu of 
the disclosure required now as to lines of business. 
These revisions would coordinate the disclosure 
required by the securities regulations with that required 
by SFAS No. 14° and would result in more complete 
disclosure about registrants’ businesses since the 
Commission forms only require disclosure of revenue 
and income information for individual lines of business. 





'SThis approach is consistent with the Commission’s 
efforts to look to the private sector for leadership in 
establishing and improving accounting principles and 
standards through the FASB. See Accounting Series 
Release No. 150 (December 20, 1973), 39 FR 1260. 
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Financial information relating to lines of business is 
required by specific instruction in the textual business 
descriptions contained in registration statements on 
Forms S-1, S-7, S-8 and 10 and in annual reports on 
Form 10-K. In addition, it has been the policy of the 
Staff to obtain, through the comment procedures, 
income and revenue information for individual lines of 
business in certain proxy and information statements© 
Line of business information has also been required in 
annual reports to shareholders by the statement in 
Rules 14a-3 and 14c-3 of Regulation 14A under the 
Exchange Act that the report should contain inform- 
ation as comprehensive as that required by paragraphs 
(c)(1) and (c)(2) of Item 1 of Form 10-K regarding lines 
of business and classes of similar products and services 
respectively. The Commission proposes to revise the 
type of disclosure in these documents and, at the same 
time, codify the Staff's position on segment disclosure 
in proxy and information statements and in annual 
reports to shareholders. 


Proposed Item 1(c)(1) and (2) of the new integrated 
disclosure form, Form S-K, set forth the provisions 
relating to industry segment” and classes of product or 
service disclosure. Item 9 of Form S-1, Item 5 of Form 
S-7 and Item 1 of Forms 10 and 10-K would be amended 
to refer to the disclosure provisions in Item 1 of the 
integrated disclosure form. The requirement in Item 18 
of Form S-8 to include information as comprehensive as 
that required in the Form 10-K regarding lines of 
business would be similarly amended. In addition, Rules 
14a-3 and 14c-3 and Item 14(b) of Schedule 14A would 
be amended to specifically require the presentation of 
the information required by Item 1 paragraph (c) of the 
Form S-K. 


Proposed Item 1(c)(1) 
following financial information relating to the industry 
segments into which a registrant's business is classified: 





'6Paragraph (b)(1) of Item 14 (Mergers, consolidations, 
acquisitions and similar matters) of Schedule 14A 
requires corporations to describe the business of the 
issuer and of each person which is to be merged into the 
issuer or into or with which the issuer is to be merged or 
consolidated or the business or assets of which are to 
be acquired or which is the issuer of securities to be 
acquired by the issuer in exchange for all or a 
substantial part of its assets or to be acquired by 
security holders of the issuer and action is to be taken 
with respect to such transaction. 


"To the extent that this information is responsive to the 
requirements of SFAS No. 14, a cross reference to the 
appropriate financial data in the business description 


could be included in the notes to the _ financial 
statements by registrants wishing to comply with SFAS 
No. 14 in this manner. 
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requires disclosure of the 


(1) the amount of total sales and revenues with 

sales/transfers to unaffiliated customers and to other, 
industry segments shown separately; (2) the amount of * 
operating profit or loss (i.e., revenue less all operating 

expenses) (3) the aggregate amount of identifiable 

assets exclusively used by and those allocated to each 

segment; and (4) certain related disclosures. In 

addition, registrants would be required to reconcile the 

amounts of revenue, operating profit or loss and 

identifiable assets to the related amounts in the 

consolidated financial statements. Appendix A to the 

proposed item of Form S-K sets forth definitions 

appropriate to the disclosures required by this 

subparagraph and guidelines relevant to the determin- 

ation of reportable industry segments. The disclosures 

which would be required as to industry segments in the 

Commission forms are generally the same as those 

required by SFAS No. 14. 


Paragraph 20 of SFAS No. 14 provides an exception 

from the requirement to provide industry segment 

financial information. Whenever an enterprise operates 

exclusively in a single industry or a dominant portion of 

its operations are in a single industry segment, the 

financial information as to industry segments need not 

be given. SFAS No. 14 defines a dominant industry 

segment as a segment whose revenue, operating profit 

or loss and identifiable assets each constitute more than 

90 percent of related totals for all industry segments, 
when no other industry segment is deemed significant. ¢ 
Notwithstanding the provisions of SFAS NO. 14, the 

Commission believes that financial information relating 

to a dominant industry segment should be presented 

where the segment is or was experiencing a material 

change in the trend of revenues or market share and/or 

profitability during either of registrant’s two most recent 

fiscal years. Proposed Item 1(c)(1) requires such a 

presentation. 


In addition, the Commission believes that the disclosure 
forms should contain more information concerning 
intersegment sales or transfers. Paragraphs 23 and 10(c) 
of SFAS No. 14 require separate disclosure of 
intersegment sales and an explanation of the basis of 
accounting for such sales."® Proposed Item 1(c)(1) 
would extend the requirements of SFAS No. 14 and 
require registrants to indicate the following by footnote 
to the amounts of intersegment sales: (1) the identity or 
identities of the industry segment(s) to which such 
intersegment sales by product or service were made and 
the amount(s) made to each; (2) the relationship 
between the per unit dollar amounts at which 
intersegment sales or transfers are reflected and the per 
unit dollar amounts of sales to unaffiliated third parties 
of identical products or services; and (3) the percentage 





'8The Commission expects that registrants will establish’ 
reasonable bases for accounting for such sales. 





of aggregate revenues of such identical products or 
’ services accounted for by the intersegment sales or 
transfers. This information should aid investors in 
determining the importance of intersegment transfers to 
a particular segment and in assessing the extent to 
which the profitability of one segment is dependent 
upon intersegment transfers. 


The Commission forms presently require the presenta- 
tion of financial information relating to lines of business 
for five years. SFAS No. 14, however, only requires 
industry segment information for each fiscal year 
beginning after December 15, 1976 and for each interim 
period for which complete financial statements (i.e., 
balance sheet, income statement, statement of source 
and application of funds and notes to the financial 
statements) are included. Registration statements and 
certain proxy and information statements usually 
contain a complete set of financial statements for one 
fiscal year and possibly one interim period’? and annual 
reports to shareholders and reports on Form 10-K set 
forth complete financial statements for two _ fiscal 
years.° Therefore, SFAS NO. 14 would require the 
presentation of financial information relating to industry 
segments for at most two fiscal years. 


The Commission believes that the business description 
in Forms S-1, S-7, S-8, 10 and 10-K, in proxy and 
information statements and in annual reports to 
shareholders should include the financial information 
required by SFAS No. 14 relating to industry segments 
for five years since the disclosure forms have required 
the presentation of line of business and income 
statement” information for this period of time for 
purpose of year to year comparison. Therefore, 
amendments are proposed which would require 
segmental information for the registrant's last five fiscal 
years or for each fiscal year during which the registrant 
has been engaged in business. 


The Commission has not determined, however, 
whether the information relating to segments should be 
required for fiscal years which are not or have not been 
subject to SFAS No. 14. Therefore, comments are 





'8See Form S-1, Instructions as to Financial State- 
ments; Form S-7, Item 11(a); Form 10, Instructions as 
to Financial Statements. 


20See Form 10-K, Instructions as to Financial State- 
ments. 


21See Item 6. Summary of Earnings, Form S-1; Item 6. 
Statements of Income, Form S-7; Item 18. The issuer’s 
Business and Management. Form S-8; Item 2. 
Summary of Operations, Form 10; Item 2. Summary of 
Operations, Form 10-K. 


requested specifically on whether five-year financial 
information should be required for those fiscal years 
beginning on or prior to December 15, 1976. Since the 
Commission believes that historical information is 
essential for a complete understanding of a corpor- 
ation’s business, persons are requested to recommend 
the type of information which should be required in 
order to present comparative financial information if the 
adopted amendments were to apply prospectively only. 
Persons may wish to comment on the following 
possible alternative methods of presentation of five-year 
data: (1) the presentation of five-year line of business 
information together with industry segment information 
for fiscal years beginning after December 15, 1976 until 
five-year industry segment information is required; (2) 
the presentation of industry segment information for 
fiscal years beginning after December 15, 1976 until 
of business data for earlier periods arrayed alongside the 
segment information to the extent that are comparable 
and with explanations of the reasons for any lack of 
comparability with earlier periods as a result of the 
change in reporting requirements; or (3) the presenta- 
tion of industry segment information for fiscal years 
beginning after December 15, 1976 and line of business 
information for the balance of the five-year period 
together with a reconciliation with the segment 
information. 


Information may be needed for a period of time in 
excess of five years. The proposed amendments note 
that the five-year period is merely a guide to disclosure 
and that information regarding operations occurring 
outside this period may be material under certain 
circumstances and should be disclosed. In addition, 
when registrants include a complete set of financial 
statements for an interim period in a report or 
registration statement, the required financial inform- 
ation should be provided for that interim period together 
with the five-year data. 


B. Textual Discussion of Business and Property 


The Commission proposes to amend Items 9 and 10 of 
Form S-1 and Items 1 and 3 of Forms 10 and 10-K to 
refer to the more detailed information relating to 
industry segments? which would be required by Items 1 
arid 2 of the new integrated disclosure document, Form 
S-K. 


The Form S-K would require registrants to describe 
within the description of their business each industry 





22Amendments to Form S-7 to require detailed 
descriptions of the industry segments are not proposed 
because the information will be available to the 
investing public in the annual report on Form 10-K 
which is filed with the Commission. 
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segment into which their business is classified. The 
description would include matters such as_ the 
following: competition; dependence upon a_ few 
customers; principal products and services; backlog; 
sources and availability of raw materials; the importance 
to the business and duration and effect of material 
patents and the like; research and development; 
number of employees; and the seasonality of the 
business. In order to obtain meaningful information 
about the industry segment, the Commission proposes 
to require registrants to discuss these matters to the 
extent they are material to each segment. 


In addition to detailed disclosure relating to the industry 
segments, the proposed amendments would require 
registrants to discuss any of the aforementioned 
matters, if appropriate, within the general discussion of 
their business. As a result, research and development 
matters which do not affect any one existing industry 
segment and principal customers which purchase 
products from various industry segments, for instance, 
would be described in this general discussion of the 
business. 


The proposal to require more detailed information about 
industry segments necessitates the revision of the 
instructions relating to the exhibits to be filed with 
Forms S-1, 10 and 10-K. The proposed amendments 
would require registrants to file contracts as exhibits to 
those documents if the contracts are material either to a 
particular industry segment or to the registrant as a 
whole. Existing provisions require the filing of only 
those contracts which are material to the registrant. 


In conjunction with the drafting of the business 
description item for the new integrated disclosure form, 
the Commission has re-examined certain existing 
provisions of the business items included in Forms S-1, 
10 and 10-K to evaluate differences and reconsider the 
specific requirements. As noted above, certain differ- 
ences between the items in the three forms have been 
eliminated through the proposed item of Form S-K. This 
re-examination has also resulted in the proposal to 
delete existing Instructions 5 and 2 of paragraphs of 
paragraphs (b)(1) and (b)(2) respectively of Item 9 of 
Form S-1 and Instructions 5 and 2 of paragraphs (c)(1) 
and (c)(2) respectively of Item 1 of Forms 10 and 10-K. 
These instructions provide that financial information 
regarding classes of products or services in operations 
regulated by Federal, State or municipal authorities may 
be limited to those classes of products or services 
required by any uniform system of accounts prescribed 
by such authorities. Comments are invited on whether 
the deletion of these instructions would have any 
adverse effects on the reporting obligations of any 
corporations regulated by State or municipal authori- 
ties. 
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The Commission proposes to add a sentence to the 
subparagraph in the business item of the Form S-K, ‘ 
Item 1 relating to research and development costs. Item 
1(b)(7)(i) would require expenditures for company- 
sponsored research activities to be stated in accordance 
with generally accepted accounting principles. The 
Commission believes that it is appropriate to use the 
definition of research and development costs adopted 
by the FASB in making this disclosure. 


The Commission also proposes to amend Item 10 of 
Form S-1 and Item 3 of Forms 10 and 10-K to implement 
the recommendation of the Advisory Committee that 
the property used by registrants be described by 
industry segment. Properties of a registrant would be 
discussed if they were material to the particular 
segment for which they were used or to the general 
operations of the registrant. 


C. Foreign and Domestic Operations 


The Commission believes that the information concern- 
ing a corporation’s foreign and domestic operations 
required by SFAS No. 14 is meaningful to the analysis 
of a corporation’s business. Therefore, amendments are 
proposed which would require the inclusion of this data 
within the business discussions set forth in registration 
statements on Forms S-1, S-7, S-8, and 10, in annual 
reports on Form 10-K, in annual reports to shareholders - 
and in certain proxy and information statements. The f 
Commission forms generally have not elicited very 
specific information about foreign operations; they 
merely require registrants to discuss the importance of 
material foreign operations or sales to the company and 
the risks attendant thereto and to present information 
with respect to volume and relative profitability of such 
operations “insofar as practicable.’’ Existing Item 18 of 
Form S-8, Rules 14a-3 and 14c-3 of Regulation 14A and 
Item 14(b) of Schedule 14A are silent as to the 
appropriate disclosure concerning foreign operations in 
the Form S-8, in annual reports to shareholders and in 
certain proxy and information statements. 


Proposed paragraph (d) of Item 1 of the new integrated 
disclosure form (Form S-K) would continue to require a 
narrative discussion of the importance of a registrant’s 
operations in foreign countries and any accompanying 
risks if the registrant and its subsidiaries engage in 
material operations in foreign countries, or if a material 
portion of sales or revenues is derived from customers 
in foreign countries. Subparagraph (1) would require 
the presentation of financial information relating to the 
registrant's foreign operations, either in the aggregate 
or by appropriate geographic area, and as to its 
domestic operations if the revenue generated by the 
registrant's foreign operations from sales to unaffiliated 
customers is 10 percent or more of total consolidated 
revenue or if the identifiable assets of the registrant’s 
foreign operations are 10 percent or more of 





® consolidated total assets as reported in the registrant's 
_ financial statements for either of the last two fiscal years 
or for the most recent interim period for which complete 
financial statements are furnished. The financial 
information to be furnished would be the amounts of 
revenue, with sales or transfers between geographic 
areas shown separately, and operating profit or loss and 
the aggregate carrying amount of identifiable assets. 
Registrants would also be required to reconcile the 
information about revenue, profitability and identifiable 
assets to the related amounts in the consolidated 
financial statements. In addition, the proposals would 
require registrants to present additional information 
about intraenterprise sales or transfers similar to that 
required as to intersegment sales or transfers so as to 
improve profitability analysis. 


Subparagraph (2) would require registrants to state the 
amount of export sales from their home country to 
unaffiliated customers in foreign countries in the 
aggregate or by any appropriate geographic areas if the 
total amount of export sales contributed 10 percent or 
more to total sales to unaffiliated customers during 
either of the last two fiscal years. 


Appendix A to proposed Item 1 of Form S-K sets forth 
definitions appropriate to the disclosures required by 
these subparagraphs and guidelines relevant to the 
determination of reportable foreign geographical areas. 


In order to provide investors with truly useful historic 
information adequate to assess any recent trends in this 
aspect of the issuer’s business, the Commission 
proposes to require the presentation of information 
about foreign and domestic operations and about 
export sales for five fiscal years or such shorter time as 
the registrant may have engaged in business. No 
disclosure would be required for fiscal years beginning 
on or prior to December 15, 1976 because the 
Commission forms do not require such detailed 
disclosure now. Registrants are specifically requested to 
comment on the availability of this information to them 
for fiscal years prior to the effective date of SFAS No. 
14; any interested persons are invited to comment on 
the usefulness of the historic information for fiscal years 
beginning on or prior to December 15, 1976. 


Any interim information about foreign operations 
required by SFAS No. 14 to be included in the financial 
statements should be presented together with the 
information about foreign and domestic operations for 
five years (or any appropriate shorter period of time) in 
the business discussion, instead of or in addition to its 
placement in the notes to or schedules of the financial 
statements. 


D. Disclosure Tables 


In order to alleviate the burden on registrants as a result 
of these amendments, the Commission proposes the 
adoption of appendices to Item 1 of new Form S-K 
which contain tables that may be used for the 
presentation within the business discussion of the 
additional information regarding industry segments and 
foreign and domestic operations. Comments are 
specifically requested as to the usefulness of the tables. 


Tables on pages 348 and 349. 


PROPOSED AMENDMENTS 


The text of the proposed amendments is set forth 
below: 1. Form S-K is proposed to read as follows: 
8239.1 Form S-K, integrated disclosure form for the 
registration of securities under the Securities Act of 
1933. 8249.300 Form S-K, integrated disclosure form for 
use under the Securities Exchange Act of 1934. This 
integrated disclosure form shall be used to the extent 
provided in forms promulgated under the Securities Act 
of 1933 and under the Securities Exchange Act of 1934. 


Item 1. Description of Business. 


(a) Genera/. Describe the business done and intended to 
be done by the registrant and its subsidiaries and the 
general development of such business during the past 
five years, or such shorter period as the registrant may 
have been engaged in business. Information shall be 
disclosed for earlier periods of time if necessary for a 
complete understanding of the general development of 
the business. To the extent appropriate, the general 
discussion of the business shall include the information 
specified in paragraphs (b)(1) through (b)(9) below. 


(b) Narrative Disclosures by Segment. Each industry 
segment into which the registrant’s business is 
classified shall be described separately. The description 
of each such segment shall include the information 
specified in paragraphs (b)(1) through (b)(9) below to 
the extent material to the segment. 


(1) Competitive conditions in the industry segment 
involved and the competitive position of the registrant, 
if known or reasonably available to the registrant. If 
several products or services are involved, separate 
consideration shall be given to the principal products or 
services or classes of proucts or services. The principal 
methods of competition (e.g., price, service, warranty 
or product performance) should be identified and 
positive and negative factors pertaining to the 
competitive position of the registrant, to the extent that 
they exist, should be explained if known or reasonably 
available to the registrant. An estimate of the number of 
competitors and registrant’s competitive position in the 
industry should be included; where material, the 
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particular markets in which the registrant competes 
should be identified. In connection with these 
disclosures the names of either customers or competi- 
tors are not required in the usual case; however, where 
one or a small number of competitors are dominant, 
they should be identified. If the registrant voluntarily 
includes such names, no objection is ordinarily raised 
unless in the particular case the effect of including such 
names is misleading. 


(2) If a material part of the business of the industry 
segment involved is dependent upon a single customer 
or a few customers, the loss of any one or more of 
whom would have a materially adverse effect on the 
business of the registrant, the name of the customer or 
customers, their relationship, if any, to the registrant 
and material facts regarding their importance to the 
business of the registrant. 


(3) The principal products produced and _ services 
rendered by the registrant in the industry segment, the 
principal markets for, and methods of distribution of, 
such products and services, including any significant 
changes in the kinds of products produced or services 
rendered, or in the markets or methods of distribution, 
during the past three fiscal years (See Paragraph (c)(2) 
below). 


(4) To the extent that information concerning backlog is 
material to an understanding of the business of the 


industry segment, the dollar amount of backlog orders 
believed to be firm, as of a recent date and as of a 
comparable date in the preceding fiscal year, together 
with an indication of the portion thereof not reasonably 
expected to be filled within the current fiscal year, and 
seasonal or other material aspects of the backlog. 


(5) The sources and availability of raw materials 
essential to the business of the industry segment. 


(6) The importance to the industry segment and the 
duration and effect of all material patents, trade marks, 
licenses, franchises and concessions held. 


(7)(i) The estimated dollar amount spent during each of 
the last two fiscal years on material research activities 
relating to the development of new products or services 
or the improvement of existing products or services, 
indicating separately those activities which were 
company-sponsored and/or those which were cus- 
tomer-sponsored and disclosure of financial information 
relating to research and development activities. The 
disclosure of expenditures for company-sponsored 
research activities shall be stated in accordance with 
generally accepted accounting principles. 


(ii) If there has been a public announcement of, or if 
information otherwise has become public about, a new 
product or industry segment requiring the investment of 
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a material amount of total assets, a description of the 
status of such product or segment (e.g., whether in the 
planning stage, whether prototypes exist, the degree to 
which product design has progressed or whether 
further engineering is necessary). This subparagraph 
requires a description of the status of product 
development in addition to the description of the 
business otherwise required by the item. The subpara- 
graph is not intended to require disclosure of otherwise 
non-public corporate information the disclosure of 
which would adversely affect the registrant's competi- 
tive position. It is intended to elicit additional specific 
information only where there has been a_ public 
announcement or where information has otherwise 
become public concerning a new product or industry 
segment requiring the investment of a material amount 
of total assets. 


(iii) Where material, state the appropriate number of 
employees engaged fulltime in each of the activities 
described in 7(i) above during each fiscal year and in 
7(ii) above. 


(8) The extent to which the business of the industry 
segment or a material portion thereof is or may be 
seasonal. 


(9) The number of persons employed by the registrant. 
/nstructions. 1. In identifying the appropriate reportable 
industry segments, the registrant shall consider the 
relevant provisions of Appendix A to this item. 


2. If the registrant proposes to introduce or has recently 
introduced a new product or proposes to do business or 
has recently begun to do business in a new industry 
segment requiring the investment of a material amount 
of its total assets, provide as supplemental information 
at the time of filing of the document, but not as part 
thereof, a copy of any studies conducted or performed 
by or for the registrant relating to such business or 
product and a statement as to the actual or proposed 
use of such study. If any such study is not available at 
the time of filing, it should be provided as soon 
thereafter as practicable. Where material, disclosure of 
the absence of such study is required. 


3. Where material to understanding the business, the 
practices and conditions of the registrant and the 
industry as they relate to working capital items should 
be explained (e.g., where the registrant’s business is 
highly seasonal, where the registrant is required to carry 
significant amounts of inventory to meet rapid delivery 
requirements of customers or to assure itself of a 
continuous allotment of goods from suppliers; or where 
the registrant has provided extended payment terms to 
customers). 


4. The description shall not relate to the powers and 
objects specified in the charter, but to the actual 





business done and intended to be done. Include the 
business of subsidiaries and affiliates of the registrant 
insofar as is necessary to understand the character and 
development of the business conducted by the total 
enterprise. 


5. Appropriate disclosure shall also be made as to the 
material effects that compliance with Federal, State and 
local provisions which have been enacted or adopted 
regulating the discharge of materials into the environ- 
ment, or otherwise relating to the protection of the 
environment, may have upon the capital expenditures, 
earnings and competitive position of the registrant and 
its subsidiaries. Registrant shall disclose any material 
estimated capital expenditures for environmental con- 
trol facilities for the remainder of its current fiscal year 
and its succeeding fiscal year and for such further 
periods as the registrant may deem material. 


6. In describing developments, information shall be 
given as to matters such as the following: the nature 
and results of any bankruptcy, receivership or similar 
proceedings with respect to the registrant or any of its 
significant subsidiaries; the nature and results of any 
other material reorganization, readjustment or succes- 
sion of the registrant or any of its significant 
subsidiaries; the acquisition or disposition of any 
material amount of assets otherwise than in the ordinary 
course of business; and any material changes in the 
mode of conducting the business. 


7. The business of a predecessor or predecessors shall 
be deemed to be the business of the registrant for the 
purpose of this item. 


8. Appropriate disclosure shall be made with respect to 
any material portion of the business which may be 
subject to renegotiation of profits or termination of 
contracts or subcontracts at the election of the 
Government. 


(c) Financial Information about Industry Segments and 
Classes of Similar Products or Services. 


(1) State for each of the registrant's last five fiscal years 
{or for each fiscal year beginning after December 15, 
1976,1* or for each fiscal year the registrant has been 





*The language in brackets would be included in the 
subparagraph if the Commission determines that 
segment reporting should be required only prospec- 
tively. In this event, an instruction would be added to 
the subparagraph which would require the presentation 
of information which would make possible an analysis of 
the performance of the registrant’s business during a 
period of five years. See text of release for alternative 
methods of presentation of the historical financial 
information relating to the various segments of a 
registrant’s business. 


engaged in business, whichever period is shorter, and 
for each interim period in a fiscal year beginning after 
Decemer 15, 1976 for which the registrant includes in 
the document a complete set of financial statements 
(i.e., balance sheet, income statement, statement of 
source and application of funds and notes to the 
financial statements) the information set forth in (i) - 
(vii) below. The information shall be presented as to 
each of the reportable industry segments into which the 
business of the registrant and its subsidiaries is 
classified for the purpose of responding to paragraph 
(b) above and in the aggregate for the remainder of the 
enterprise’s industry segments not deemed reportable 
segments. Registrants should note, however, that the 
five-year period is merely a guide to disclosure and that 
disclosure of information regarding operations occur- 
ring outside this five-year period may be material under 
certain circumstances. The financial information requi- 
red by this subparagraph need not be furnished if all of 
the registrant’s business is in a single industry segment 
or if a single industry segment contributes amounts of 
revenue and operating profit or loss each of which 
equals more than 90 percent of registrant’s total 
revenue and operating profit or loss respectively and 
utilizes more than 90 percent of the registrant’s 
identifiable assets during each of its two most recent 
fiscal years. If, however, such dominant segment is 
experiencing during either of those years a material 
change in the trend of revenues, market share or 
profitability, the financial data required by the 
subparagraph shall be provided. Appendix A to this 
item contains definitions and guidelines for compliance 
with the subparagraph and the required information 
may be presented in the form of the table set forth in 
Appendix B. 


(i) The amount of total sales and revenues with 
intersegment sales/transfers shown separately. By 
footnote to the amount of total intersegment sales/ 
transfers, state: (A) the identity of the industry 
segment(s) to which such intersegment sales/transfers 
by product or service were made and the amount(s) 
made to each; (B) the relationship between the per unit 
dollar amounts at which intersegment sales/transfers 
are reflected and the per unit dollar amount of sales to 
unaffiliated third parties of identical products or 
services; and (C) the percentage of aggregate revenues 
of such identical products or services accounted for by 
the intersegment sales/transfers. 


(ii) The amount of operating profit or loss (revenue less 
operating expense). 


(iii) The aggregate carrying amount of identifiable 
assets. 


(iv) Reconciliations of the information about revenue, 
profitability and identifiable assets to the related 
amounts in the registrant’s consolidated financial 
statements. 
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(v) The aggregate amount of depreciation, depletion, 
and amortization expense. 


(vi) The amount of capital expenditures, i.e., additions 
to its property, plant, and equipment. 


(vii) The equity in the net income from and investment 
in the net assets of unconsolidated subsidiaries and 
other equity method investees whose operations are 
vertically integrated with the operations of that 
segment. Disclosure shall also be made of the 
geographic areas in which those vertically integrated 
equity method investees operate. 


(2) State for each fiscal year specified in (1) above the 
amount or percentage of total sales and revenues 
contributed by each class of similar products or services 
which accounted for 10 percent or more of total sales 
and revenues in either of the last two fiscal years, or 15 
percent or more of total sales and revenues if total sales 
and revenues did not exceed $50,000,000 during either 
of the last two fiscal years. This paragraph calls for 
information with respect to classes of similar products 
or services regardless of whether the registrant's 
business activities are classified into more than one 
industry segment and reported pursuant to paragraph 
(c)(1) above. However, this information may be 
combined, where appropriate, with the response to 
paragraph (c)(1). 


(d) Financial Information about Foreign and Domestic 
Operations and Export Sales. \f the registrant and its 
subsidiaries engage in material operations in foreign 
countries, or if a material portion of sales or revenues is 
derived from customers in foreign countries, appro- 
priate disclosure shall be made with respect to the 
importance of the part of the business to the registrant 
and the risks attendant thereto. 


(1) State for each of the registrant’s last five fiscal years, 
or for each fiscal year beginning after December 15, 
1976, or for each fiscal year the registrant has been 
engaged in business, whichever period is less, and for 
each interim period in a fiscal year beginning after 
December 15, 1976 for which the registrant includes in 
the document a complete set of financial statements 
(i.e. balance sheet, income statement, statement of 
source and application of funds and notes to the 
financial statements) the information set forth in (i) - (iv) 
below. The information shall be presented as to the 
registrant’s domestic operations in the aggregate and as 
to its foreign operations, either in the aggregate or by 
appropriate homogeneous geographic segment, if the 
revenue generated by the registrant’s foreign operations 
from sales to unaffiliated customers is 10 percent or 
more of consolidated revenue of if the identifiable 
assets of the registrant’s foreign operations are 10 
percent or more of consolidated total assets as reported 
in the registrant's financial statements during either of 
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the last two fiscal years or during the most recent 
interim period for which complete financial statements 
are furnished. Separate information about domestic 
operations need not be presented if the revenue from 
sales to unaffiliated customers and the identifiable 
assets of the domestic operations are less than 10 
percent of related consolidated amounts. 


(i) The amount of total sales and revenues with sales or 
transfers between geographic areas (i.e., intraenterprise 
transfers) shown separately. By footnote to the amount 
of intraenterprise sales or transfers, state: (A) the 
identity of the geographic area(s) (foreign and 
domestic) to which such sales/transfers by product or 
service were made and the amount(s) made to each; (B) 
the relationship between the per unit dollar amounts at 
which the intraenterprise sales/transfers were reflected 
and the per unit dollar amount of sales to unaffiliated 
third parties of identical products or services; and (C) 
the percentage of aggregate revenues of such identical 
products or services accounted for by the intraenter- 
prise sales/transfers between the geographic areas. 


(ii) The amount of operating profit or loss, net income or 
some other measure of profitability between operating 
profit or loss and net income as long as a common level 
of profitability is reported for all geographic areas. 


(iii) The aggregate carrying amount of identifiable 
assets. 


(iv) Reconciliations of the information about revenue, 
profitability, and identifiable assets to related amounts 
in the registrant's consolidated financial statements. 


(2) State for each fiscal year and interim period specified 
in (d)(1) above, the amount of export sales from the 
registrant’s home country to unaffiliated customers in 
foreign countries in the aggregate or by any appropriate 
geographic areas if the total amount of export sales 
contributed 10 percent or more to total sales to 
unaffiliated customers during either of the last two fiscal 
years or during the most recent interim period for which 
complete financial statements are provided. 


Instruction. Registrants should note that the five-year 
period is merely a guide to disclosure and that 
disclosure of information regarding operations occur- 
ring outside this five-year period may be material under 
certain circumstances. Appendix A to this item contains 
definitions and guidelines for compliance with this 
paragraph and the required information may be 
presented in the form of the table set forth in Appendix 
G: 


(e) The Commission may, upon written request of the 
registrant, and where consistent with the protection of 
investors, permit the omission of any of the information 
herein required or the furnishing in substitution therefor 





of appropriate information of comparable character. In 
addition to the information expressly required to be 
included in a registration statement, there shall be 
added such further material information, if any, as may 
be necessary to make the required statements, in the 
light of the circumstances under which they are made, 
not misleading. 


APPENDIX A - Definitions and Guidelines for Compli- 
ance with Industry and Homogeneous Geographic 
Segment Reporting Requirements 


The definitions and guidelines set forth below are 
relevant to the segment reporting requirements of the 
business item of this form: 


DEFINITIONS 
Certain terms are defined as follows: 


1. Segment. An industry segment or a homogeneous 
geographic segment. 


2. Industry segment. A component of the business of a 
registrant and its subsidiaries (hereinafter registrant) 
engaged in providing a product or service or a group of 
related products or services primarily to unaffiliated 
customers (i.e., customers outside the registrant) for a 
profit! Disaggregation of the vertically integrated 
operations of a registrant is not required. 


3. Foreign operations. Those revenue-producing oper- 
ations (except for unconsolidated subsidiaries and other 
unconsolidated investees) and (a) are located outside of 
the registrant’s home country (the United States for 
U.S. enterprises)? and (b) are generating revenue either 
from sales to unaffiliated customers or from intraenter- 
prise sales or transfers between geographic areas.3 





‘In some industries, it is normal practice for a company 
to purchase and sell substantially identical commodities 
to minimize transporting or other costs. In those 
situations, sales and purchases of substantially identical 
commodities shall be netted for the purpose of 
determining whether a product or service or a group of 
related products or services is sold primarily to 
unaffiliated customers. Although those sales and 
purchases are netted for the purpose of identifying an 
industry segment, it is not intended that this rule 
change a registrant’s accounting practice with respect 
to determining its revenue or that of any of its industry 
segments. 


2A registrant whose home country is other than the 
United States but that prepared financial statements in 
conformity with U.S. generally accepted accounting 
principles shall classify operations outside of its home 
country as foreign operations. 


4. Homogeneous geographic segments. Domestic 
operations, in the aggregate, and foreign operations, 
either in the aggregate or, if appropriate, by geographic 
areas. 


5. Domestic operations. Those revenue-producing 
operations of the registrant located in its home country 
that generate revenue either from sales to unaffiliated 
customers or from intraenterprise sales or transfers 
between geographic areas. Sales to unaffiliated 
customers include both (a) sales to customers within 
the registrant’s home country and (b) sales to 
customers in foreign countries. 


6. Export sales. Sales to customers in foreign countries. 


7. Reportable segment. An industry or a homogeneous 
geographic segment (or, in certain cases, a group of 
two or more closely related segments - see paragraph 
19) for which information is required to be reported by 
Item 1 of this form. 


8. Revenue. The revenue of an industry or homogene- 
ous geographic segment includes revenue both from 
sales and transfers to unaffiliated customers (i.e., 
revenue from customers outside the business as 
reported in the registrant’s income statement) and from 
intersegment or intraenterprise sales or transfers, if any, 
of products and services similar to those sold to 
unaffiliated customers’ Interest from sources outside 
the business and interest earned on intersegment or 





3Difficulties may arise in classifying the activities of 
certain types of registrants. The following examples 
may provide useful guidelines: (1) Determination of 
whether the employment of a registrant’s mobile assets, 
such as offshore drilling rigs or ocean-going vessels, 
constitutes foreign operations should depend on 


whether such assets are normally identified with 
operations located and generating revenue from outside 
the home country. If they are normally identified with 
the registrant's foreign operations, revenue generated 
from abroad would be considered foreign revenue. If 
they are normally identified with domestic operations, 
revenue generated from abroad would be considered 
export sales; (2) Services rendered by the foreign 
offices of a service company such as a consulting firm, 
having offices or facilities located both in the home 
country and in foreign countries, would be considered 
foreign operations, and the revenue should be 
considered foreign revenue. Revenue generated abroad 
from services, provided by domestic offices should be 
considered export sales. 


4Intersegment billings for the cost of shared facilities or 
other jointly incurred costs do not represent interseg- 
ment sales or transfers as that term is used in this item. 
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intraenterprise trade receivables is included in revenue if 
the asset on which the interest is earned is included 
among the segment'’s identifiable assets (see paragraph 
10), but interest earned on advances or loans to other 
segments is not included.” For purposes of this Item, 
revenue from intersegment or intraenterprise sales or 
transfers shall be accounted for on the basis used by the 
registrant to price the intersegment or intraenterprise 
sales or transfers. If the basis is changed, disclosure 
shall be made of the nature of the change and its effect 
on the reportable segment’s operating profit or loss in 
the period of change. 


9. Operating profit or loss. The operating profit or loss 
of an industry segment is its revenue as defined in 
paragraph 8 minus all operating expenses. As used 
herein, operating expenses include expenses that relate 
to both revenue from sales to unaffiliated customers 
and revenue from intersegment sales or transfers; those 
operating expenses incurred by registrant shall be 
allocated on a reasonable basis among the industry 
segments for those benefit the expenses were incurred. 
Methods used to allocate operating expenses among 
segments in computing operating profit or loss should 
be reasonable and consistently applied from period to 
period (but, if changed, disclosure shall be made of the 
nature of the change and its effect on the reportable 
segment’s operating profit or loss in the period of 
change). For purposes of this Item, intersegment 
purchases shall be accounted for on the same basis as 
intersegment sales or transfers (i.e., on the basis used 
by the registrant to price the intersegment sales or 
transfers). None of the following shall be added or 
deducted, as the case may be, in computing the 
operating profit or loss of an industry segment: revenue 
earned at the corporate level and not derived from the 
operations of any industry segment; general corporate 
expenses;® interest expenses,’ domestic and foreign 





SInterest earned on advances ar loans to other segments 
is included in computing the operating profit or loss of a 
segment whose operations are principally of a financial 
nature (e.g., banking, insurance, leasing, or financing). 


®Some of the expenses incurred in a registrant's central 
administrative office may not be general corporate 
expenses, but rather may be operating expenses of 
segments that should therefore be allocated to those 
segments. The nature of an expense rather than the 
location of its incurrence shall determine whether it is an 
operating expense. Only those expenses identified by 
their nature as operating expenses shall be allocated as 
operating expenses in computing segment’s operating 
profit of loss. 


‘Interest expense is deducted in computing the 
operating profit or loss of a segment whose operations 
are principally of a financial nature (e.g., banking, 
insurance, leasing, or financing). 
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income taxes; equity in income or loss from unconsoli- 
dated subsidiaries and other unconsolidated investees; 
gain or loss on discontinued operations; extraordinary 
items; minority interest; and the cumulative effect of a 
change in accounting principles. 


10. Identifiable assets. The identifiable assets of a 
segment are those tangible and intangible enterprise 
assets that are used by the segment, including (i) assets 
that are used exclusively by that segment and (ii) an 
allocated portion of assets used jointly by two or more 
segments. Assets used jointy by two or more segments 
shall be allocated among the segments on a reasonable 
basis. Because the assets of a segment that transfers 
products or services to another segment are not used in 
the operations of the receiving segment, no amount of 
those assets shall be allocated to the receiving segment. 
Assets that represent part of a registrant's investment in 
a segment, such as goodwill, shall be included in the 
segment’s identifiable assets? The identifiable assets of 
a segment shall not include advances or loans to or 
investments in another segment, except that advances 
or loans to other segments shall be included in the 
identifiable assets of a financial industry segment 
because the income therefrom is included in computing 
the financial segment’s operating profit or loss (see 
footnote 5). Asset valuation allowances such as the 
following shall be taken into account in computing the 
amount of a segment'’s identifiable assets: allowance for 
doubtful accounts, accumulated depreciation, and 
marketable securities valuation allowance. With respect 
to industry segments, assets maintained for general 
corporate purposes (i.e., those not used in the 
operations of any industry segment) shall not be 
allocated to industry segments. 


DETERMINATION OF REPORTABLE 
SEGMENTS 


INDUSTRY 


11. The reportable segments of a registrant shall be 
determined by (a) identifying the individual products 
and services from which the registrant derives its 
revenue, (b) grouping those products and services by 
industry lines into industry segments (see paragraphs 
12-14), and (c) selecting those industry segments that 
are significant with respect to registrant as a whole (see 
paragraphs 16-19). 


12. The determination of a _ registrant’s industry 
segments must depend to a considerable extent on the 
judgment of the registrant’s management. Neverthe- 
less, a registrant's existing profit centers represent a 
logical starting point for determining the industry 
segments. The term “‘profit center’”’ is used to refer to a 
registrant's individual products and services or groups of 





8Any related depreciation or amortization expense is 
deducted in determining the operating profit or loss of 
the segment. 





e 


related products and services, particularly with respect 
to its domestic operations, that are sold primarily to 
outside markets and for which information about 
revenue and profitability is accumulated. If a registrant’s 
existing profit centers cross industry lines, it will be 
necessary to dissaggregate the existing profit centers 
into smaller groups of related products and services 
(except as provided in paragraph 15). If a registrant 
operates in more than one industry but does not 
presently accumulate any information on a less-than- 
total-enterprise basis (i.e., its only profit center is the 
enterprise as a whole), it shall disaggregate its 
operations along industry lines (except as provided in 
paragraph 15). 


13. Among the factors that should be considered in 
determining whether products and services are related 
(and, therefore, should be grouped into a _ single 
industry segment) or unrelated (and, therefore, should 


be separated into two or more industry segments) are 


the following: 


a) The nature of the product. Related products or 
services have similar purposes or end uses. Thus, they 
may be expected to have similar rates of profitability, 
similar degrees of risk, and similar opportunities for 
growth. 


b) The nature of the production process. Sharing of 
common or interchangeable production or sales 
facilities, equipment, labor force, or service group or 
use of the same or similar basic raw materials may 
suggest that products or services are related. 
Likewise, similar degrees of labor intensiveness or 
similar degrees of capital intensiveness may indicate a 
relationship among products or services. 


c) Markets and marketing methods. Similarity of 
geographic marketing areas, types of customers, or 
marketing methods may indicate a relationship among 
products or services. For instance, the use of a common 
or interchangeable sales force may suggest a relation- 
ship among products or services. The sensitivity of the 
market to price changes and to changes in general 
economic conditions may also indicate whether 
products or services are related or unrelated. 


14. Broad categories such as manufacturing, wholesal- 
ing, retailing, and consumer products are not per se 
indicative of the industries in which a registrant 
operates, and those terms should not be used without 
identification of a product or service to describe the 
industry segments. 


15. Industry segmentation on a worldwide basis is a 
desirable objective but it may be impracticable for some 
registrants. To the extent that revenue and profitability 
information is accumulated along industry lines for a 
registrant’s foreign operations, as defined in paragraph 


3, or that it would be practicable to do so, industry 
segments shall be determined on a worldwide basis. To 
the extent that it is impracticable to disaggregate part or 
all of its foreign operations along industry lines, the 
registrant shall disaggregate along industry lines its 
domestic operations and its foreign operations for which 
disaggregation is practicable and shall treat the 
aggregate of its foreign operations for which disaggre- 
gation is not practicable as a single industry segment. 
When that segment qualifies as a reportable industry 
segment (see paragraphs 16-19), disclosure shall be 
made of the types of industry operations included in the 
foreign operations that have not been disaggregated. 


16. An industry segment is identified as a reportable 
segment for which financial information must be 
presented (see paragraph 17) —if it satisfies one or more 
of the following tests in either of the last two fiscal 
years. 


a) Its revenue (including both sales to unaffiliated 
customers and intersegment sales or transfers) is 10 
percent or more of the combined revenue (sales to 
unaffiliated customers and intersegment sales or 
transfers) of all of the registrant’s industry segments. 


b) The absolute amount of its operating profit or 
operating loss is 10 percent or more of the greater, in 
absolute amount, of: 


(i) The combined operating profit of all industry 
segments that did not incur an operating loss; or 


(ii) The combined operating loss of all industry 
segments that did incur an operating loss. 


c) Its identifiable assets are 10 percent or more of the 
combined identifiable assets of all industry segments. 
Revenue, operating profit or loss, and identifiable assets 
relating to those foreign operations that have not been 
disaggregated along industry lines on grounds of 
impracticability (see paragraph 15) shall be included in 
computing the combined revenue, combined opeating 
profit or operating loss, and combined identifiable 
assets of the registrant’s industry segments. 


17. The results of applying the percentage tests in 
paragraph 16 shall be evaluated from the standpoint of 
interperiod comparability before final determination of a 
registrant's reportable segments is made. For instance, 
interperiod comparability would most likely require that 
an industry segment that has been significant in the 
past and is expected to be significant in the future be 
regarded as a reportable segment even though it fails to 
satisfy the tests in paragraph 16 in either fiscal year. 


18. The combined revenue from sales to unaffiliated 
customers of all reportable segments (that is, revenue 
not including intersegment sales or transfers) shall 
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constitute at least 75 percent of the combined revenue 
from sales to unaffiliated customers of all industry 
segments. The test shall be applied separately for each 
of the last two fiscal years. Revenue relating to those 
foreign operations that have not been disaggregated 
along industry lines on grounds of impracticability shall 
be included in the denominator of the computation 
required by this paragraph and will be included in the 
numerator if those operations have been identified (in 
accordance with paragraphs 15 and 16) as a reportable 
segment. If the industry segments identified as 
reportable in accordance with paragraphs 16 and 17 do 
not satisfy the 75 percent test in this paragraph, 
additional industry segments shall be identified as 
reportable segments (subject to the provisions of this 
paragraph) until the 75 percent test is met. 


19. As the number of industry segments that would be 
identified as reportable segments in accordance with 
paragraphs 16-18 increases above 10, the question of 
whether a practical limit has been reached comes 
increasingly into consideration, and combining the most 
closely related industry segments into broader report- 
able segments may be appropriate. Combinations shall 
be made, however, only to the extent necessary to 
contain the number of reportable segments within 
practical limits while still meeting the 75 percent test. 


DETERMINATION OF REPORTABLE FOREIGN 
HOMOGENEOUS GEOGRAPHIC SEGMENTS 


20. If a registrant’s foreign operations are conducted in 


two or more geographic areas as defined in paragraph 
21 the financial information required by this item shall 
be presented separately for each significant foreign 
geographic area, and in the aggregate for all other 
foreign geographic areas not deemed significant. A 
geographic area shall be regarded as significant, for the 
purpose of applying this paragraph, if its revenue from 
sales to unaffiliated customers or its identifiable assets 
are 10 percent or more of related consolidated amounts. 


21. Foreign geographic areas are individual countries or 
groups of countries as may be determined to be 
appropriate in registrant's particular circumstances. No 
single method of grouping the countries in which a 
registrant operates into the geographic areas can reflect 
all of the differences among international business 
environments. Each registrant shall group its foreign 
operations on the basis of the differences that are most 
important in its particular circumstances. Factors to be 
considered include proximity, economic affinity, sim- 
ilarities in business environments, and the nature, scale, 
and degree of interrelationship of the registrant’s 
operations in the various countries. 


APPENDIX B - Industry Segment Reporting 


The table set forth below is an illustration of the 
presentation in tabular form of the information required 


by paragraph (c)(1) of the business item regarding 
industry segments. 


FINANCIAL INFORMATION RELATING TO INDUSTRY SEGMENTS 


Industry Industry 
Segment Segment 
A B 


Other 
Industry 
Segments 


Adjustments 
and Elimi- 
nations 


Consolida- 
tions 





Sales to unaf- 
filiated 
customers 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





Intersegment 
sales 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
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FINANCIAL INFORMATION RELATING TO INDUSTRY SEGMENTS 


Industry 
Segment 
A 


(Continued) 


Industry Other 
Segment Industry 
B Segments 


Adjustments 
and Elimi- 
nations 


Consolida- 
tions 





Total 
Revenue 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





Depreciation, 
depletion 

and amortiza- 
tion expense 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





Capital 
expenditures 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





Operating 
profit or 
loss 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





Equity in 

net income 

of vertically 
integrated X Co. 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 
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FINANCIAL INFORMATION RELATING TO INDUSTRY SEGMENTS 
(Continued) 


Industry Industry Other Adjustments 
Segment Segment Industry and Elimi- Consolida- 
A B Segments nations tions 





Identifiable 
assets at 
end of 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





Investment 
in net assets 
of vertically 
integrated X Co. 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





APPENDIX C - Foreign and Domestic Operations presentation in tabular form of the information required 


by paragraph (d) of the business item regarding foreign 
The table set forth below is an illustration of the and domestic operations. 


Adjustments 
Geographic Geographic and 
United Area Area Elimina- Consolida- 
States* A B tions tions 





Sales to unaf- 
filiated customers 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





Export sales to 
unaffiliated 
customers 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





*Or appropriate area of domestic operations. 
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Geographic 
United Area 
States* A 


Adjustments 
Geographic and 
Area Elimina- 
B tions 


Consolida- 
tions 





Transfers 
between 
geographic 
areas 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





Total revenue 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





Operating profit 
or loss** 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





Identifiable 
assets at 
end of 


Year 1 
Year 2 
Year 3 
Year 4 
Year 5 





*Or appropriate area of domestic operations. 


**Or some other reasonable measure of profitability. 





Item 2. Description of Property 


(a) State briefly as to each of registrant’s industry 
segments discussed in Item 1 the location and general 
character of the principal plants, mines and other 
materially important physical properties of the registrant 
and its subsidiaries. If any such property is not held in 
fee or is held subject to any major encumbrance, so 
state and briefly describe how held. 


[The remainder of this item would be the same as 
existing Item 10 of Form S-1 except for changes in cross 
references and the inclusion of information relevant to 
filings under the Exchange Act.] 


2. Item 1 of Form 10 is proposed to be revised to read as 
follows: 


§249.210 Form 10, general form for registration of 
securities pursuant to section 12(b) or (g) of the 
Securities Exchange Act of 1934. 


* * * 


Item 1. Business. 


(a) State the year in which the registrant was organized 
and its form of organization (such as ‘a corporation,” 
or “unincorporated association” or other appropriate 
statement). 
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(b) The description of the business shall include the 
information required by Item 1 of Form S-K. 


(c) [This paragraph is the same as Instruction 9 to Item 1 
of Form 10 and the Note thereto. ] 


* * * 


3. Item 1 of Form 10-K is proposed to be revised to read 
as follows: 


§249.310 Form 10-K, annual report pursuant to section 
13 or 15(d) of the Securities Exchange Act of 1934. 


* * * * 
Item 1. Business 


The description of the business shall include the 
information required by Item 1 of Form S-K. 


* * * * 


4. Item 9 of Form S-1 is proposed to read as follows: 


§239.11 Form S-1, registration statement under the 
Securities Act of 1933. 


* * 


Item 9. Description of Business. 


(a) The description of the business shall include the 
information required by Item 1 of Form S-K. 


(b) [This paragraph is the same as Instruction 9 to Item 9 
of Form S-1 and the Note thereto. ] 


* * * 


5. Paragraphs (b) and (d) of Item 5 of Form S-7 are 
proposed to be amended to read as follows: 


§239.26 Form S-7, for registration under the Securities 
Act of 1933 of securities of certain issuers. 


* * * 


Item 5. Business. 
(a) * * 


(b) Information relating to industry segments and 
classes of similar products and services shall be 
furnished in accordance with the provisions of 
paragraph (c) of Item 1 of Form S-K. 


re 
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‘sales shall 


(d) Information relating to foreign operations and export 
be furnished in accordance with the 


provisions of paragraph (d) of Item 1 of Form S-K. 


* * * * 


6. Item 18 of Form S-8 is proposed to be amended to 
read as follows: 


§239.16b Form S-8, for registration under the Securities 
Act of 1933 of securities to be offered to employees 
pursuant to certain plans. 


* * 


(a) Include a description of the business done by the 
issuer and its subsidiaries during the fiscal year which 
will, in the opinion of management, indicate the general 
nature and scope of the business of the issuer and its 
subsidiaries. Information relating to the issuer’s industry 
segments, classes of similar products and services, 
foreign operations and export sales shall be furnished in 
accordance with paragraphs (c) and (d) of Item 1 of 
Form S-K. 


* * * * * 


7. Paragraph (b)(8) of Item 14 of Securities Exchange 
Act Schedule 14A is proposed to be amended to read as 
follows: 8240.14a-101 Schedule 14A. Information 
required in proxy statements. 


Item 14. * * * 


ib = 


(8) Information relating to the issuer’s industry 
segments, classes of similar products and services, 
foreign operations and export sales shall be furnished in 
accordance with the provisions of paragraphs (c) and 
(d) of Item 1 of Form S-K. 


8. Paragraph (b)(6) of Rule 14a-3 and Paragraph (a)(6) 
of Rule 14c-3 are proposed to be amended to read as 
follows: 


§240.14a-3 Information to be furnished to security 
holders. 


§240.14c-3 Annual report to be furnished security 
holders. 


* 


(6) The report shall contain information relating to the 
issuer’s industry segments, classes of similar products 
and services, foreign operations and export sales 
furnished in accordance with the provisions of 
paragraphs (c) and (d) of Item 1 of Form S-K. 





* * * * * 


9. Item 10 of Form S-1, Item 3 of Form 10 and Item 3 of 
Form 10-K are proposed to be amended to read as 
follows: 


§239.11 Form S-1, registration statement under the 
Securities Act of 1933. 


§249.210 Form 10, general form for registration of 
securities pursuant to section 12(b) or (g) of the 
Securities Exchange Act of 1934. 


§249.310 Form 10-K, annual report pursuant to section 
13 or 15(d) of the Securities Exchange Act of 1934. 


* * * * 
Properties. 


Information relating to properties shall be furnished in 
accordance with the provisions of Item 2 of Form S-K. 


10. Paragraph (a) of Instruction 13 of the Instructions as 
to Exhibits of Form S-1 and Paragraph (a) of Instruction 
9 of the Instructions as to Exhibits of Form 10 are 
proposed to read as follows: 


§239.11 Form S-1, registration statement under the 
Securities Act of 1933. 


§249.210, Form 10, general form for registration of 
securities pursuant to section 12(b) or (g) of the 
Securities Exchange Act of 1934. 


* * * * * 


(a) Copies of every contract material to an industry 
segment and not made in the ordinary course of 
business which is to be performed in whole or in part at 
or after the filing of the registration statement or which 
was made not more than two years before filing, except 
contracts called for, or the omission of which is 
expressly authorized by the foregoing instructions. Only 
contracts need be filed as to which the registrant or a 
subsidiary of the registrant is a party or has succeeded 
to a party by assumption or assignment, or in which the 
registrant or such subsidiary has a beneficial interest. 


* * * * * 


(Secs. 6, 7, 8, 10, 19(a), 48 Stat. 78, 79, 81, 85; secs. 
12, 13, 14, 15(d), 23(a), 48 Stat. 892, 894, 901; secs. 
205, 209, 48 Stat. 906, 908; sec. 203(a), 49 Stat. 704; 
secs. 1, 3, 8, 49 Stat. 1375, 1377, 1379; sec. 301, 54 
Stat. 857; secs. 8, 202, 68 Stat. 685, 686; secs. 3, 4, 5, 
6, 78 Stat. 565-568, 569, 570-574: sec. 1, 79 Stat. 1051; 
secs. 1, 2, 3, 82 Stat. 454, 455; secs. 1, 2, 3-5, 28(c), 84 
Stat. 1435, 1497; sec. 105(b), 88 Stat. 1503; secs. 8, 9, 
10, 11, 18, 89 Stat. 117, 118, 119, 121, 155; 15 U.S.C. 
77, 77g, 77h, 77j, 77s(a), 78/, 78m, 78n, 78o(d), 
78w(a).) 


STATUTORY AUTHORITY 
FOR PROPOSED AMENDMENTS 


The foregoing amendments to Forms S-1, S-7 and S-8 
are proposed pursuant to section 6, 7, 8, 10 and 19(a) of 
the Securities Act and the revisions submitted as to 
Forms 10 and 10-K and to Regulation 14A are proposed 
pursuant to sections 12, 13, 14, 15(d) and 23(a) of the 
Exchange Act, sections 12(e) and 20(a) of the Public 
Utility Holding Company Act of 1935, and sections 20(a) 
and 38(a) of the Investment Company Act of 1940. 


Pursuant to section 23(a)(2) of the Exchange Act, the 
Commission has considered the impact that these 
proposals would have on competition and is not aware, 
at this time, of any burden that such rules, if adopted, 
would impose on competition not necessary or 
appropriate in furtherance of the purposes of that Act. 
However, the Commission specifically invites com- 
ments as to the competitive impact of these proposals, 
if adopted. 


In addition, the Commission is mindful of the cost to 
registrants and others of its proposals and recognizes its 
responsibilities to weigh with care the costs and 
benefits which result from its rules. Accordingly, the 
Commission specifically invites comments on the costs 
to registrants and others of the adoption of the 
proposals published herein. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


May 10, 1977 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11517A/May 9, 1977 


ACCOUNTING SERIES RELEASE NO. 173A 
May 9, 1977 


In the Matter of 

PEAT, MARWICK, MITCHELL & CO. 
AMENDMENT TO OPINION AND ORDER PURSUANT 
TO RULE 2(e) OF THE COMMISSION’S RULES OF 
PRACTICE 

In Accounting Series Release No. 173 (“ASR 173’) 


SEC DOCKET/361 





Peat, Marwick, Mitchell & Co. (‘‘PMM’’) agreed, 
among other things, to a comprehensive investigation 
of its audit practice with respect to clients whose 
financial statements, reported upon by PMM, are filed 
with the Commission. Further reviews were scheduled 
to be conducted in 1976 and 1977. The report of the 
Committee appointed to conduct the first such review 
has been delivered to PMM and the Commission. The 
Committee, and its staff, expended some 14,000 hours 
in conducting the review, which is summarized in its 
report, released today. That report details the work of 
the Committee and its conclusions and recommend- 
ations. The Commission is pleased with the compre- 
hensive nature of the Committee’s work and believes it 
met the objectives of ASR 173 by providing an 
independent appraisal of the policies and procedures for 
the conduct of PMM’s audit practice before the 
Commission. 


Because of an unavoidable delay in starting its work, 
the Committee’s report was not completed as early as 
originally contemplated. As a result, certain of the 
purposes designed to be accomplished by the further 
reviews are no longer necessary or feasible in 
accordance with the original Order. 


Accordingly, PMM and the Commission have agreed to 
amend the original Order as set forth below: 


The Commission's Order of July 2, 1975, In the Matter 
of Peat, Marwick, Mitchell & Co. (Accounting Series 
Release No. 173) is hereby amended, first to change the 
dates of the review specified in paragraph 6 of that 
Order, 1976 and 1977 to 1977 and 1978 and second to 
permit the review in 1977 to be conducted by PMM’s 
Department of Professional Practice in conjunction with 
the annual program for self-review in accordance with 
an acceptable program setting forth the scope of that 
review and the procedures to be followed). 


By the Commission. 


George A. Fitzsimmons 
Secretary 





Exchange Act Release No. 13510/May 6, 1977 


SEC ORDERS PUBLIC PROCEEDING UNDER SEC- 
TION 12(j) OF EXCHANGE ACT ON REVOCATION OF 
WESTERN ORBIS REGISTRATION 


The Securities and Exchange Commission (‘‘Commis- 
sion’) has ordered public administrative proceedings 
pursuant to Section 12(j) under the Securities Exchange 
Act of 1934 (‘Exchange Act’’) to determine whether the 
registration of Western Orbis Co. (‘‘Western Orbis’’) 
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common stock under Section 12(b) of the Exchange 
Act should be revoked for the failure of Western Orbis 
to file reports as required by Section 13(a) of the 
Exchange Act for over one and one-half years. 


The order alleges that Western Orbis has failed to file 
with the Commission any financial statements as 
required by Item 10 of Form 10-K for its fiscal year 
ended June 30, 1975 and has failed to file any annual or 
quarterly reports for periods thereafter. The Commis- 
sion’s order also states that Western Orbis has been 
adjudicated bankrupt, has no present management and 
is in the process of having its assets liquidated by a 
court-appointed trustee. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13511/May 6, 1977 


In the Matter of 


BRADFORD SECURITIES PROCESSING 
SERVICES, INC. 

80 Pine Street 

New York, New York 10005 


(File No. SR-BSPS-77-3) 


ORDER APPROVING RULE CHANGE SUBMITTED BY 
BRADFORD SECURITIES PROCESSING SERVICES, 
INC. PROVIDING FOR THE ESTABLISHMENT OF 
ADDITIONAL BRANCH FACILITIES 


On March 10, 1977 Bradford Securities Processing 
Services, Inc. (‘“‘BSPS”’) filed a proposed rule change 
pursuant to Rule 19b-4 under the Securities Exchange 
Act of 1934 (the ‘‘Act’’) relating to the establishment of 
branch facilities in Kansas City, Missouri and St. Louis, 
Missouri. As part of its filing, BSPS made representa- 
tions relating to procedures and safeguards for the 
handling of securities and funds. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, the rule change was published in the 
Federal Register (42 Fed. Reg. 17545, April 1, 1977) and 
the public was invited to submit comments until April 
22, 1977. Notice of the filing and an invitation for 
comments also appeared in Securities Exchange Act 
Release No. 34-13400. No letters of comment were 
received. 


The Commission has reviewed the proposed rule 
change and finds that it is consistent with the 
requirements of the Act and the rules and regulations 
thereunder applicable to registered clearing agencies. 


IT 1S THEREFORE ORDERED, pursuant to Section 





19(b)(2) of the Act, that the rule change contained in 
File No. SR-BSPS-77-3 be, and hereby is, approved. 


For the Commission, by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13512/May 6, 1977 


Admin. Proc. File No. 3-4547 
In the Matter of 


EDWARD J. MAWOD & CO. 
Salt Lake City, Utah 


EDWARD J. MAWOD 

OPINION OF THE COMMISSION 

BROKER-DEALER PROCEEDINGS 

Grounds for Remedial Action 

Manipulation 

Improper Extension of Credit 

Failure to Maintain Books and Records 

Where registered broker-dealer and its general partner 
aided and abetted and over-the-counter manipulation 
and also violated the Securities Exchange Act's credit 
extension and recordkeeping provisions, he/d, in public 
interest to revoke broker-dealer’s registration and to 


suspend its general partner from association with any 
broker-dealer for one year. 


Manipulation—Aiding and Abetting 

Wash Sales 

Matched Orders 

Fictitious Trading 

Over-the-Counter Market 

Where two customers known to be allied with each 
other traded in and out on an extensive scale in the 
stock of an obscure over-the-counter shell company, 


and where broker and its general partner knew or had 
reason to know that such trading was economically 


irrational, he/d, the broker and the general partner 
participated in the manipulation and thus willfully aided 
and abetted the manipulators’ violations of Section 
17(a) of the Securities Act, Section 10(b) of the 
Securities Exchange Act, and Rule 10b-5 under the latter 
section. 


Though Section 9(a) of the Securities Exchange Act 
applies only to securities registered on national 
securities exchanges, manipulation of the over-the- 
counter market is also proscribed. Section 17(a) of the 
Securities Act, Section 10(b) of the Securities Exchange 
Act, and Rule 10b-5 under the latter section. 


Regulation T Violations 
C.0.D. Accounts 


The Federal Reserve Board’s Regulation T requires 
brokers and dealers to cancel or liquidate purchases that 
are not paid for within 7 business days. The longer 
35-day payment period allowed by Regulation T in some 
circumstances applies only when, because of the 
mechanics of the trade and because of considerations 
unrelated to the customer's willingness to pay, the 
broker is unable to deliver within the 7-day period. The 
35-day period is a maximum. It allows leeway. But the 
broker is still obligated to make prompt delivery. And 
against such prompt delivery the customer must make 
prompt payment. 


Recordkeeping Violations 


Rule 17a-3(a)(9) under Section 17(a) of the Securities 
Exchange Act requires that the name and address of an 
account's beneficial owner be recorded. Records are 
also required as to the identity of the person or persons 
authorized to transact business for a joint account. 


Securities Act 
Registration and Prospectus-Delivery Requirements 


Regulation A 


Rule 10b-6 under the Securities Exchange Act 
Administrative Discretion 


Where broker-dealer offered and sold unregistered 
securities in reliance on a claimed Regulation A 
exemption that was in fact unavailable, but where no 
showing had been made that the broker either knew or 
should have known of the irregularities in the 
Regulation A offering, adverse findings under Section 5 
of the Securities Act and under Rule 10b-6 under the 
Securities Exchange Act, withheld in the Commission's 
administrative discretion, without reaching the legal 
issues presented. 


Public Interest 
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Defunct Firms 
Withdrawal of Registration 
Revocation of Registration 


Defunct broker-dealer’s request for the withdrawal of its 
registration, denied, because its misconduct was grave 
and inexcusable. Administrative law judge’s holding 
that revocation is in the public interest, affirmed. 


APPEARANCES: 


Keith G. Galitz and John E. Jones, of the Denver 
Regional Office of the Commission, for the Division of 
Enforcement. 


Edward J. Mawod, pro se and for Edward J. Mawod & 
Co. 


This case is about the trading that took place in Epoch 
Corporation’s stock during the spring and the summer 
of 1973. The administrative law judge found much of 
that trading manipulative. He further found that: 


(1) The Salt Lake City brokerage firm of Edward J. 
Mawod & Co. (“the firm’’) was a participant in the 
manipulation; and that 


(2) Edward J. Mawod, the firm’s active operating head, 
sole general partner, and principal owner, was also 
culpable. 


Mawod and his firm consider these findings erroneous.’ 
They maintain that their involvement in the Epoch 
irregularities, if there were any, was innocent and un- 
witting. They insist that they were simply doing a 
routine over-the-counter securities business and that 
the transactions alleged to have been wrongful were of 
an ordinary trading character when viewed from 
respondents’ perspective. 


ll 
The threshold problem with this “ordinary trading’’ 


defense is that it is hard to conceive of a more 
improbable trading vehicle that Epoch. Epoch had no 





‘They also attack the administrative law judge’s 
conduct of the proceedings. We find their claims of 
procedural impropriety baseless. Respondents had a fair 
hearing and ample opportunity to develop their 
defenses. 
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business. It had no activity. It had no management.? It 
was a so-called ‘‘shell.’’3 


Some shells have a history. Epoch lacked even that. It 
was newly created‘ and had nothing but: 


(A) A corporate charter; 
(B) Asmall amount of cash, all of which came from the 
sale of 187,000 shares of its stock at 20 cents a share*in 


a Regulation A offering;® and 


(C) The appearance of being publicly held! 





2Its purported founders were a young couple in their 
early twenties. The husband was a Police Department 
employee. The wife taught elementary school. The 
pair’s only business experience stemmed from the 
husband's prior employment as a plastics salesman. 
The administrative law judge found that none of 
Epoch’s directors ‘‘had any experience in organizing or 
conducting a business.” 


3Epoch’s principal purported purpose was real estate 
investment. But it never invested in real estate or 
anything else. 


4Epoch was formed in February of 1972. At that time it 
had nothing but the thousand dollars that its founders 
contributed to it in exchange for 100,000 shares of its 
stock. It then tried to sell more stock to the public. That 
effort took a long time. The offering wasn’t wound up 
until October 27, 1972. From that time until April of 
1973, when the trading with which we are here 
concerned began, there were only a handful of trades in 
the issue. 


5Epoch’s filing with us envisaged the distribution of 
500,000 shares to the public. But it was unable to sell 
more than 187,000. The number of shares actually sold 
to the public was far fewer than 187,000. See n. 7, infra. 


6The expenses of the offering consumed a goodly 
chunk of the proceeds and also exhausted the $1,000 
capital contribution made by Epoch’s founders. 


7There are strong indications that the Regulation A 
offering was a charade, that most of the 187,000 shares 
said to have been sold to the public were actually 
divided among a small group of insiders, and that Epoch 
had only a handful of genuine public shareholders. It 
also appears that the truly public shareholders held only 
a minuscule amount of Epoch’s stock. Indeed, our 
staff's calculations show that these public shareholders 
invested a grand total of about $5,500 in the Regulation 
A offering. 


These suspicious circumstances led our staff to 





IV 


The small group of people that had brought Epoch into 
being® and that controlled its destinies had a plan for it2 
That plan revolved around the fact that sometimes 
entrepreneurs find publicly held shells useful and 
attractive. Businessmen who want to convert a closely 
held enterprise into a publicly held one can do so by 
merging the closely held firm into a publicly held shell. 


Such transactions involve the following elements: 


(1) The closely held business is either “‘“merged’’ into the 
shell or “‘sold’’ to the shell. The shell issues a very large 
block of its own stock in exchange for the acquired 
enterprise. 


(2) The erstwhile shell is no longer a shell. It now has a 
business. 


(3) And that business’s former owners still own the 
lion’s share of it. The block of new stock issued to them 
pursuant to the merger is far, far larger than the number 
of shares that the shell started out with.'° Hence they 
now have unassailable dominion over a publicly held 
company. That is exactly what they wanted. 


(4) The shell’s stockholders also benefit. Formerly, their 
shares had no intrinsic investment value. True, people 
paid something for them. But they did so only because 
they hoped that the shell would be able to make 
something of itself. Now, however, that hope has been 
realized. So the shareholders have an interest (however 
small) in real assets, real earnings, and real prospects.11 
(5) 


Special benefits often accrue to those who 





question the validity of Epoch’s claim to a Regulation A 
exemption from the Securities Act’s registration 
requirements. Accordingly, we issued an order tempor- 
arily suspending the exemption. That temporary order 
became final when Epoch decided not to contest it. 
Epoch Corporation, Securities Act Release No. 5535 
(October 30, 1974), 5 SEC Docket 348. 


8The young couple that purportedly founded the com- 
pany (see n. 2, supra) were not members of this inner 
circle. They appear to have been mere fronts for others. 


°The control group seems to have stayed in the back- 
ground. The record suggests that its members were 
neither officers nor directors of Epoch. 


‘OThat number is sometimes significantly reduced 
through a so-called ‘‘reverse split.”’ 


"Like other prospects, those sometimes prove illusory. 


controlled the shell before the merger. Sometimes they 
bargain with the new control group for remunerative 
official positions with the company. Sometimes they 
collect finders’ fees. Sometimes they profit more than 
others because they paid less for their stock in the shell 
than other holders did.'? 


Epoch’s founders succeeded in doing this with Epoch. 
They succeeded in inducing the sole owner of a 
business to sell it to Epoch. That person wound up with 
a 92% interest in Epoch, with the remaining 8% going 
to the old Epoch shareholders.'3 And the old Epoch 
control group saw to it there was a finder’s fee for them. 
After the merger, the shares that they had purchased 
for 20 cents or thereabouts went to $10.'4 


V 


To accomplish this, it was necessary to surmount some 
obstacles that seemed formidable. Epoch’s only 
attraction was its purportedly public character. '5 The 
problem with that was that Epoch wasn’t really all that 
public.'© There was virtually no trading in the issue. 
Epoch’s stock was as dormant in the marketplace as its 
issuer was in the economy. Since shells far more public 
than Epoch were quite numerous, the company’s 
prospects on the corporate marriage market would seem 
to have been bleak. 


The people in control of Epoch decided to improve those 
prospects by making the company look far more public 
than it really was. They did this by buying and selling 
substantial quantities of Epoch’s stock through a number 





'2Those other holders sometimes fare poorly over the 
long run. That can happen even when the merged 
company is a sound and prosperous enterprise. Oc- 
casionally, the prospect of a merger engenders a 
speculative euphoria that drives the price of the shell’s 
shares up to a level that is unsustainable over time. 


13Q0ne interesting feature of this deal was the cancella- 
tion of the 100,000 shares of Epoch stock sold for a 
penny a share to the young couple that had purportedly 
founded the company. See n. 2, supra. Epoch’s other 
187,000 shares survived. But they were drowned in the 
2 million shares issued to the seller of the business that 
Epoch acquired. 


'4Later, however, the issue became a penny stock 
again. 


'SMany shells have accumulated tax losses that some 
suitors find alluring. Since Epoch had never done any- 
thing, it had no such losses. 

'6See n. 7, supra. 
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of brokerage houses.'? Often the buyer and the seller 
were one and the same so that the ownership of the 
stock remained unchanged.'8 In other instances, there 
was a real buyer and a real seller. But they were working 
together. Each knew what the other was doing. The 
order to buy was contemporaneous with the order to sell. 
The two orders were of substantially the same size. And 
the parties knew that their orders would be executed at 
substantially the same price. 


The first type of order, i.e., one in which the ownership 
of the security remains unchanged, is known as a 
“‘wash sale.’’ The second type of order, i.e., one placed 
with the knowledge that an offsetting order on the other 
side has already been or is about to be placed, is known 
as a “matched order.”” The Securities Exchange Act 
expressly proscribes both practices.'9 


Those express proscriptions apply whenever the actor’s 
purpose is to create ‘‘a false or misleading appearance 
of active trading’’2° or to induce others to buy or sell.?' 
Both purposes were present here.22 The picture that 
emerges is that of a host of transactions designed to: 





"Though largely fictitious, these operations took some 
capital. Much of that capital came from Epoch itself. It 
lent most of its modest capital to one of the principal 
operators in the stock. 


'8Such transactions were unlawful at common law. 
Writing in 1931, before the enactment of any of the 
statutes that we administer, an eminent scholar con- 
cluded that the law then was that “Any transaction 
taking place in the market must represent an actual 
purchase and sale.”’ Berle, Liability for Stock Market 
Manipulation, 31 Col. L. Rev. 264, 270 (1931). 


'9Section 9(a)(1). 
20/bid. 


21Section 9(a)(2) makes it unlawful ‘’To effect, alone or 
with one or more other persons, a series of trans- 
actions . . . creating actual or apparent active trad- 
ing . . ., or raising or depressing the price . . ., for the 
purpose of inducing the purchase or sale of [a] security 
by others.”’ 


22It is hard to see what other purposes the actors could 
possibly have had in mind. Manipulators seldom pub- 
licize their intentions. ‘Hence manipulative intent must 
normally be inferred from the circumstances. See Crane 
Company v. Westinghouse Air Brake Company, 419 
F.2d 787, 794(C.A. 2, 1969), cert. denied, 400 U.S. 822 
(1970); Halsey, Stuart & Co., Inc., 30 S.E.C. 106, 112 
(1949); The Federal Corporation, 25 S.E.C. 227, 230 
(1947): ‘Since it is impossible to probe into the depths 
of a man’s mind, it is necessary in the usual case (that 
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(i) Generate a volume of trading in Epoch substantial 
enough to lure an impressive number of dealers into the 
market;23 


(ii) Arouse investor interest in the issue so as to increase 
the number of shareholders; 24 





is, absent an admission) that the finding of the 
manipulative purpose be based on inferences drawn 
from circumstantial evidence.”’ Cf. Lawrence H. Ripp, 
Securities Exchange Act Release No. 13198 (January 
24, 1977), 11 SEC Docket 1555, 1556. 


23Though volume data for over-the-counter issues of 
Epoch’s caliber are unavailable and hence unknown 
with precision (see the following footnote for a fuller 
discussion), dealers come to know the issues that 
appear of sufficient interest to the public to make them 
worthwhile trading items. See part 2 of the Report of 
our Special Study of the Securities Markets (H.R. Doc. 
No. 95, pt. 2, 88th Cong., 1st Sess. (1963)) at page 569 
for a comment on the ability of traders to make 
“educated guesses” about the state of the market. 


Turning from generalities to the concrete situation 
before us, we note that those firms that received a 
substantial volume of orders to buy and/or sell Epoch 
from persons interested in making the issue seem active 
had an obvious incentive to deal in the stock at whole- 
sale as well as at retail. Eventually eight firms (one of 
them Mawod’s) were making markets in the stock. That 
gave Epoch a certain aura of respectability. An over- 
the-counter issue with a number of market makers 
seems more liquid and more active and is hence more 
attractive to investors than one that has only one or two 
market makers. Hence a manipulator frequently tries to 
bring as many dealers into the sheets as he possibly 
can. As we said in Masland, Fernon & Anderson, 9 
S.E.C. 338, 346 (1941): ‘‘The more frequently a security 
is quoted, or the greater the number of dealers quoting 
the security, the broader and more active the 
appearance of the market for that security.” See also 
M. S. Wien & Co., 24 S.E.C. 4, 13-14 (1946); F. S. 
Johns & Company, Inc., 43 S.E.C. 124 (1966), affirmed 
sub nom. Dlugash v. S.E.C., 373 F.2d 107 (C.A. 2, 
1967); Alessandrini & Co., Inc., Securities Exchange 
Act Release No. 10466 (October 31, 1973), 2 SEC 
Docket 656, affirmed without opinion sub nom., Budin 
v. S.E.C., 508 F.2d 836 (C.A. 2, 1974). 


*4Trading activity is a potent factor in evoking investor 
interest. That is why those who wish to stimulate such 
interest are tempted to create synthetic activity that en- 
tices investors into the market place by false pretenses. 
Such practices have a long history on the exchanges 
where the tape records volume is for all the world to 





(iii) Raise the price to a level more impressive than the 
initital public offering price of 20 cents a share;25 


(iv) Maintain the price at the desired level; 2° and 
(v) Enhance Epoch’s merger prospects. 


The express proscriptions to which we have just 
referred apply only to securities ‘‘registered on a 
national securities exchange.’’ Epoch’s stock was not 
so registered. Nevertheless, the manipulators’ activities 
were illicit.2” What they did clearly ran afoul of Section 
17(a) of the Securities Act which bans all fraud “‘in the 





see. In the over-the-counter markets there is no tape. 
And until the National Association of Securities 
Dealers, Inc. developed the automated quotation 
system known as NASDAQ, trading volume was 
normally something that even an astute professional 
could only guess at. See our 1963 Special Study 
Report, cited in the preceding footnote, at pages 569 
and 570 of part 2 thereof. Since issues of Epoch’s 
caliber do not qualify for inclusion in NASDAQ, data 
with respect to volume in them were non-existent 
during the relevant period and are still non-existent. But 
the brokers and the dealers through whom orders in a 
particular issue funnel know whether it is active or 
inactive. And when it is active, that information filters 
out to investors. Cf. Halsey, Stuart & Co., Inc., 30 
S.E.C. 106, 125-129 (1949): VM. S. Wien & Co., 23 
S.E.C. 735, 744 (1946): ‘‘The basic fallacy .. . is the 
failure to recognize that activity in the sheets affords a 
basis on which estimates are made by dealers and the 
DUDE» <ere-s9 


Moreover, there were several components to the man- 
nipulative scheme. The appearance of active trading was 
one. The dissemination of reports about a merger was 
another. The probable combined effect was a broaden- 
ing of Epoch’s extremely limited shareholder con- 
stituency. And we think that the actors must have 
sought to achieve this effect. 


25 The pre-merger price went as high as $2.50. Since 
287,000 shares of Epoch’s stock were then outstanding 
and since Epoch had nothing but its merger prospects, 
the market was valuing those prospects at more than 
$700,000. 


26The record shows great concern on this score and 
strenuous (though at times unsuccessful) efforts to peg 
the price. 


27See 3 Loss, Securities Regulation 1563-1568 (2d Ed. 
1961); 6 id. 3760-3762 (1969 supp.). 


offer or sale of any [emphasis added] securities.’’28 It is 
even clearer that they violated Section 10(b) of the 
Exchange Act, which bans “any manipulative [em- 
phasis added] or deceptive device or contrivance in 
contravention of such rules and regulations as the 
Commission may prescribe .. .””", and our Rule 10b-5 
thereunder.?9 


Vi 


The background has been sketched at some length 
because the case against the respondents is derivative. 
They are alleged to have participated in a manipulation. 
So we must first determine whether there was or was 
not a manipulation. 


Respondents argue that, in spite of the circumstances 
that have just been narrated, there was no manipulation 
here. That contention rests on their claim that Epoch 
was a “huge success’’ after the merger. The 
unarticulated major premise is that a showing of 
damage is essential to a finding of manipulation. 


That premise is erroneous. It confuses private actions 
for money damages?° with proceedings brought to 
redress the public interest.2'! No proof of damage is 
needed in the latter type of case.°2 The express 
provisions of the Act and the legislative history show 
that Congress was bent on stamping out deceptions of 
this character. No exception was made for the 
occasional victimless manipulation. The evil sought to 
be remedied is not victimization but deception.*? When 





28Epoch was offered and sold to the public ‘‘at the 
market.”” The failure to disclose that the market had 
been artificially influenced was an omission to state a 
material fact and hence a fraud on the purchasers. See 
Bruns, Nordeman & Co., 40 S.E.C. 652, 655-659 (1961): 
Russell Maguire & Company, Inc., 10 S.E.C. 332, 
347-352 (1941); Barrett & Company, 9 S.E.C. 319, 
328-329 (1941). 


29That rule is modeled on Section 17(a) of the Securities 
Act. Unlike that section, however, Rule 10b-5 bans 
fraud in the purchase as well as in the sale of securities. 


Section 9(e) of the Act expressly provides for such 
actions ‘‘to recover the damages sustained.”’ 


3'There is no reference to damage in either Section 9(a) 
nor Section 10(b). Nor is there any such reference in 
Section 17(a) of the Securities Act. 

32See Harold T. White, 3 S.E.C. 466 540-541 (1938); 
Russell Maguire & Company, Inc., 10 S.E.C. 332, 
350-352 (1941). 


33That is so even in a criminal prosecution. See United 
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investors and prospective investors see activity, they 
are entitled to assume that it is real activity. They are 
also entitled to assume that the prices that they pay and 
receive are determined by the unimpeded interaction of 
real supply and real demand so that those prices are the 
collective marketplace judgments that they purport to 
be. Manipulations frustrate these expectations. They 
substitute fiction for fact. Once in a great while the 
fiction turns out to have been benign when viewed in 
the light of hindsight. Even then, it is still a fiction. The 
vice is that the market has been distorted and made into 
“A stagemanaged performance.’’*4 


Vil 


Mawod and his firm executed many orders in Epoch for 
two of the manipulators. But brokers are not liable for 
their customers’ misdeeds. Once the customer’s wrong 
has been established, the case against his broker turns 
on what the broker actually knew and on what he had 
reason to know. 


Here Mawod knew that Epoch was a new company that 
had nothing to speak of. He also knew that Epoch’s 
future depended entirely on the hope of a merger and 
that his hope in turn rested on Epoch’s ability to portray 
itself as a publicly held company. Finally, he knew that 
the Regulation A offering had involved only 187,000 
shares.*5 Hence he knew that the floating supply was 
limited. 


In our view this knowledge would have led any 
reasonably astute, reasonably conscientious broker (let 
alone one with Mawod’s many years of experience in 
the business) to be suspicious of a customer who 
wanted to trade large blocks of Epoch on an in and out 
basis. Such trading is most abnormal in an issue as 
obscure as Epoch was. Why would anyone select the 
stock of so sub-marginal an issue, with so small a 
floating supply, and so limited a following among 
investors?® as an appropriate trading vehicle? What 
could one hope to accomplish by buying a big block of 
Epoch on the first of the month, selling it on the tenth, 
buying it back again on the fifteenth, reselling it on the 
twenty-fifth, and reacquiring it for yet a third time on 
the twenty-ninth?3”? Would such a course of conduct 
have been rational in the circumstances? 


it would produce commissions for the broker. But what 
would it be likely to produce for the customer who was 
paying those commissions? We think that Mawod 
should have asked himself these questions when two of 
this customers began to trade Epoch as though it were 
some popular speculative favorite. 


Those two customers, a Mr. O’Quinn and a Mr. Strand, 
were intimates. Mawod testified that he regarded 
Strand as O’Quinn’s “errand boy.” It is plain that 
Mawod knew that O’Quinn and Strand were allied with 
each other® in some sort of a joint venture.°° 





States v. Minuse, 142 F.2d 388, 390 (C.A. 2), cert. 
denied, 323 U.S. 716 (1944): ‘‘Whether the appellants’ 
manipulative practices caused profit or loss to anyone 
trading in Tastyeast stock was irrelevant to the crime 
with which they were charged. Therefore it was wholly 
unwarranted to bring in testimony of losses;. such 
testimony could only confuse the issues and might un- 
fairly influence the jury. In a case of this character there 
is much less excuse for parading ‘victims’ than in mail 
fraud cases, where proof of the worthlessness of the 
stocks sold to the public may have some tendency to 
prove the fraud charged against the defendants.” 


“Halsey, Stuart & Co., Inc., 30 S.E.C. 106, 112 (1949). 


35The record does not convince us that Mawod knew or 
should have known of the irregularities in the Regula- 
tion A offering recounted in n. 7 , supra. Hence we 
withhold adverse findings with respect to the allega- 
tions based on Section 5 of the Securities Act and with 
respect to those based on our Rule 10b-6 under the 
Exchange Act. We do so in the exercise of our ad- 
ministrative discretion without reaching the legal issues 
presented. Compare Lee Petillon, Securities Exchange 
Act Release No. 11465 (June 12, 1975), 7 SEC Docket 
148, and A. P. Montgomery & Co., Inc., Securities Ex- 
change Act Release No. 12252 (March 23, 1976), 9 SEC 
Docket 261). 
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36Before the manipulation began, it had no following at 
all. 


37And who would be on the other side of these trades? 
From whom would one buy? To whom would one sell? 
Would it not be highly probable that the buyer and the 
seller were one and the same? 


38Seldom, if ever, would an errand boy’s stock market 
speculations be at cross purposes with those of his 
master. 


39Many of the orders in O’Quinn’s account were actually 
placed by Strand. And when money was due O’Quinn, 
the firm’s checks were often made payable to Strand. 
Yet the firm’s records with respect to O’Quinn’s 
account made no reference to Strand’s ownership 
interest in it. Nor did those records indicate that Strand 
was authorized to transact business for the O’Quinn 
account. Our Rule 17a-3(a)(9) under Section 17(a) of 
the Exchange Act requires that there be “’a record in 
respect of each . . . account containing the name and 
address of the beneficial owner.’”’ It also requires a 
record of the names “of the person or persons 
authorized to transact business” for a joint account. 
Both requirements were flouted here. Accordingly, we 
find that the firm willfully violated Rule 17a-3(a)(9) and 





® In a little over two months (from April 19, 1973 to June 
., 26, 1973) Mawod’s firm executed at least 30 trades in 
~ Epoch for the accounts of O’Quinn and Strand.*° The 
aggregate number of shares involved in these 
transactions was over 70,000. The total quantity of 
stock purchased exceeded the total quantity sold by a 
considerable margin.*' But there was no consistent 
pattern of accumulation. The trading was erratic. 


Thus, for example, O’Quinn started off by selling 1,100 
shares of Epoch at $1.75 a share on April 19. Just a 
week later, on April 26, O’Quinn bought 5,000 shares at 
$2. On May 23, Strand sold 400 shares at $2. And on that 
very same day he bouth 2,500 shares at $1.75. 


On June 1, O’Quinn bought and Strand sold. On June 
4, Strand sold again and O’Quinn bought again.4? On 





Section 17(a). We also find that Mawod willfully aided 
and abetted that willful violation. These derelictions 
were not trivial. Our recordkeeping rules are a keystone 
of the surveillance of brokers and dealers by our staff 
and by the security industry’s self-regulatory bodies. 
See Wanda O. Olds, 37 S.E.C. 23, 26 (1956). In the 
instant case the concealment of Strand’s interest in and 
power over the O’Quinn account masked the 
manipulative maneuvering. The deficiencies in the 
firm's records thus tended to throw investigators off the 
scent. 


However, we reverse the administrative law judge’s 
findings that the firm’s records with respect to four 
other accounts gave rise to similar violations. It is true 
that three of those four accounts were controlled to 
some extent by Strand. But there is no evidence that he 
had an ownership interest in them. The fourth account 
did not involve Strand at all. There, one of the firm’s 
employees opened an account in the name of a 
nominee for the purpose of buying Epoch. The true 
ownership of that account appears to have been con- 
cealed from the firm by an employee who was off on a 
frolic of his own. See n. 45, infra. Accordingly, adverse 
findings with respect to that account are unwarranted. 


40Most of Strand’s trades were done in the name of one 
Lois Linford. Mawod’s records showed that she was a 
Strand’s nominee. One transaction attributed to Strand 
was in his father’s account. But the father was a 
nominee for the son. 


4'That this was so does not relieve the respondents from 
complicity in the manipulation. Manipulators who seek 
to raise the price and who are then anxious to keep that 
artificially inflated price from falling to its natural level 
will normally buy more than they sell. 


42Strand sold 6,500 shares. O’Quinn bought a total of 
7,000. 


June 7, it was the other way around. Strand bought. 
O’Quinn sold. 


Although a seller on June 7, O’Quinn suddenly became 
a buyer once again on June 8. His purchase on that day 
was followed by another purchase of 3,000 shares on 
June 11. The next day, June 12, Strand sold 3,500 
shares. 


This bizarre trading pattern put the respondents on 
notice that a manipulation was probably afoot. It should 
have been apparent to them that Strand and O’Quinn 
might very well have converted them into cogs in a 
manipulative wheel. Respondents place much stress on 
the uncontroverted fact that they dropped out of the 
picture long before the manipulation came to an end. 
But Mawod’s own testimony shows that his exit from 
the scene stemmed solely from his well-founded doubts 
about the creditworthiness of O’Quinn and Strand 44 He 





43 June 20 was an interesting day. O’Quinn bought 7,500 
shares. And Strand bought another 600 shares, for his 
father’s account, which he controlled. The firm crossed 
Strand’s purchase order with an in-house order to sell. 
That order to sell had been placed by an account 
controlled to some extent at least by Strand. 


44Strand’s financial condition was poor. Indeed, it was 
so poor that he explained his peculiar activities in Epoch 
as a complicated way of raising short-term funds. 
Strand claims that certain brokerage houses were 
willing to sell Epoch stock for him and to turn the 
proceeds of the sale over to him at once. Those brokers 
did that even though they themselves had to wait 
before they got their money from the buyer. Thus they 
were lending Strand their own money. In consideration 
for this accommodation, Strand paid a higher commis- 
sion than the one that he would otherwise have had to 
pay. This explanation raises more questicns than it 
answers. 


lf Strand really owned Epoch stock and if he really 
needed money, he could simply have sold his shares. 
That is what most stockholders who want to convert 
stock into money do. Hence Strand’s ‘‘explanation”’ 
does not explain his counterbalancing purchase orders 
from Mawod, which produced nothing but further com- 
missions that inured to Mawod’s benefit, not Strand’s. 
Strand may have been an impoverished, perhaps an in- 
solvent, manipulator. But he was a manipulator none- 
theless. Compare Thornton & Co., 28 S.E.C. 208, 
218-225 (1948), affirmed, 171 F.2d 702 (C.A. 2, 1948). 
The Court of Appeals said of Thornton’s case (171 F.2d 
at 703): ‘‘Petitioners asserted that their purpose was 
only to meet their financial needs.... But... this 
could not have been petitioners’ sole or even main 
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was concerned about their ability to pay for their 
purchases. *°He does not claim to have been concerned 





purpose .... This was shown inter alia by the 
active trading, rather than the maintaining of a definite 
position as to the particular investment, and, indeed, 
the very mechanics of the washing process actually 
followed showing the execution of purchase orders 
before, as well as after, those for the matching sales.”’ 
This is as applicable to Strand’s situation as it was to 
Thornton's. 


45Q’Quinn was considered more affluent than Strand. 
Moreover, O’Quinn was operating with money that 
Epoch had lent him. See n. 17, supra. That loan took 
the form of a $20,000 check drawn to the firm’s order by 
Epoch. The firm credited this $20,000 to O’Quinn’s 
account. These facts show prima facie that the firm 
knew that Epoch itself was in league with Strand and 
O’Quinn. This highly irregular business of a newly 
formed company turning almost everything it had in the 
world over to a stock market operator who used that 
money to speculate in the company’s own stock was 
enough in itself to indicate that Strand, O’Quinn, 
Epoch, and their confederates were engaged in a crass 
and an uncommonly transparent manipulation. Never- 
theless, we draw no inferences against the respondents 
before us from these circumstances. The check was 
delivered to a faithless employee of the firm who may 
have been conspiring with Strand and O’Quinn and who 
seems to have concealed material facts from Mawod. 
There is no showing that Mawod knew anything at all 
about Epoch’s $20,000 check. 


In spite of his reputed affluence and in spite of the 
$20,000 advance from Epoch, O’Quinn was slow to 
meet his obligations. On many occasions he failed to 
pay for his purchases within seven business days. When 
that happened, respondents were under a duty to 
cancel or liquidate the transaction. The Federal Reserve 
Board’s Regulation T so _ provides. 12 C.F.R. 
§220.4(c)(2). Hence we affirm the administrative law 
judge’s holding that the firm willfully violated Section 
7(c)(1) of the Exchange Act, which makes it unlawful 
for any broker or dealer to extend credit in violation of 
the Federal Reserve Board's rules and regulations, and 
that Mawod willfully aided and abetted those willful 
violations. 


Respondents argue that O’Quinn was entitled to the 
35-day payment period permitted by Section 4(c)(5) of 
Regulation T. But that section applies only when 
because of the mechanics of the trade, unrelated to the 
customer's willingness to pay, the broker is unable to 
deliver within 7 days. See John W. Yeaman, Inc., 42 
S.E.C. 500, 502 (1965); Coburn and Middlebrook, 
Incorporated, 37 S.E.C. 583, 587 (1957). No showing of 
such mechanical difficulties was made. And even if it 
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about the integrity of the marketplace. Had he been so 
concerned, he would have dropped out or at the very 
least asked some searching questions much sooner 
than he did.*® 


Vill 


It must have been apparent to Mawod that the market 
in Epoch was no real congress of bona fide sellers and 
bona fide purchasers.47 He must have realized that 
Strand and O’Quinn were staging a theatrical produc- 
tion.48 That some of the details in the complicated script 
may well have been concealed from him is of little 
consequence. The important thing is that he had 
abundant reason to know that Strand and O’Quinn had 
cast him and his firm in significant supporting roles*? 





had been made, the result would be unaffected. The 
35-day period is a maximum. It allows leeway. The 
broker is still obligated to make prompt delivery. And 
against such prompt delivery, the customer must make 
prompt payment. See the Yeaman case and the Coburn 
and Middlebrook case. O’Quinn often failed to make 
such prompt payment. Those failures did not lead to 
cancellation or liquidation. Hence respondents have no 
defense to the Regulation T charges. 


46Strand spent many hours of many days at Mawod’s 
office. Epoch was Strand’s principal reason for doing 
so. Strand stationed himself in Mawod’s trading room. 
When orders for Epoch came there, he was told about 
them at once. Thus Mawod knew that Strand was 
making something of a career out of buyin and selling 
Epoch stock. Mawod also knew that this was an 
implausible full-time occupation. 


47As the Court of Appeals for the Second Circuit said 
when it affirmed our decision in F. S. Johns & 
Company, Inc., 43 S.E.C. 124 (1966), another 
manipulation case: ‘‘[A]ttendant conditions were more 
than sufficient to put the petitioners on notice that 
something was wrong.” Diugash v. S.E.C., 373 F.2d 
107, 109 (1967). 


48The securities markets are no place for such per- 
formances. Halsey, Stuart & Co., Inc., 30 S.E.C. 106, 
112 (1949). 


49Since business was so slack during the relevant 
period, since the Strand-O’Quinn commissions were so 
important to Mawod, and since Strand spent so much 
time on Mawod’s premises and in Mawod’s presence, 
this cannot be explained as one of those cases in which 
indicia of irregularity went undetected because of the 
pressure of other business. Indeed, no such contention 
is made. 





»and that he played his part unhesitantly.°° It follows that 
Mawod and his firm willfully aided and abetted the 
violations of the antifraud provisions of the Securities 
and Securities Exchange Acts °'committed by Strand 
and O’Quinn. °*And we so find.53 


IX 


The firm, which has been out of business for some 
years, seeks to withdraw its registration with us. But its 
misconduct was both grave and inexcusable. Hence we 
agree with the administrative law judge that it is in the 
public interest to revoke the firm’s registration as a 
broker and dealer.*4 





S0This was more than mere negligence. When viewed in 
light of the attendant circumstances, it was reckless- 
ness. Cf. Ernst & Ernst v. Hochfelder, 425 U.S. 185, 
193, n. 12 (1976). 


51Section 17(a) of the Securities Act, Section 10(b) of 
the Securities Exchange Act, and our Rule 10b-5 under 
the latter section. See part Vi, supra. 


52Viewing the evidence as favorably to the respondents 
as we possibly can, we are nevertheless constrained to 
conclude that they deliberately closed their eyes to facts 
they had a duty to see. Even in criminal prosecutions 
the Government meets its burden when it shows that. 
United States v. Benjamin, 328 F.2d 854, 862 (C.A. 2, 
1964), cert. denied sub nom. Howard v. United States, 
377 U.S. 953 (1964). 


SThat finding rests on Mawod’s failure to act as a 
reasonable professional in the securities business would 
have acted in these suspicious circumstances. Congress 
has recognized that securities are “intricate mer- 
chandise” (H.R. Rep. No. 85, 73rd Cong., 1st Sess. 8 
(1933)) and that the traffic in them has a profound 
impact on the nation’s economic health. See Section 2 
of the Exchange Act. Especially pertinent here is the dis- 
cussion of the deleterious effects of manipulation in 
Section 2(3) of the Exchange Act. Since brokers and 
dealers occupy so strategic a position in the capital 
markets and since few manipulations can succeed 
without the assistance of these professionals, the re- 
quirement that they exercise reasonable care when 
confronted by indicia of manipulative activity is implicit 
in the statutory scheme. 


54Compare Arthur Lipper Corporation, Securities 
Exchange Act Release No. 11773 (October 24, 1975), 8 
SEC Docket 273, 281, affirmed in part and modified in 
part on an appeal by other respondents that did not 
bring this point up for review sub nom. Lipperv. S.E.C., 
547 F.2d 171 (C.A. 2, 1976). 


X 


We come now to Mawod himself. The administrative 
law judge would have barred him from association with 
any broker or dealer. We understand his reasoning. 
Mawod’s misconduct was extremely serious.°> 


However, we are not here to punish>® Our purpose is 
remedial. What the public interest calls for in this 
situation is a sanction that impresses Mawod and other 
professionals in the securities business with the 
importance of their duty to exercise due care when 
confronted by indicia of manipulative activity.°’ A one 
year suspension seems enough to achieve that end. 


Our order will: 58 


(A) Revoke the firm’s registration as a broker and 
dealer; and 


(B) Suspend Mawod from association with any broker 
or dealer for one year.°° 


By the Commission (Chairman WILLIAMS and Com- 
missioners LOOMIS and EVANS): Commissioner 
POLLACK not participating. 


George A. Fitzsimmons 
Secretary 





SSAlso pertinent to the assessment of the sanction is the 
fact that Mawod was found to have violated the 
Securities Act in another case unrelated to this one. 
That finding led the administrative law judge who heard 
that case to impose 60-day suspensions on the firm and 
on Mawod himself. No appeal having been taken, the 
administrative law judge’s order became the Commis- 
sion’s order. Edward J. Mawod & Co., Securities Ex- 
change Act Release No. 10996 (August 30, 1974), 5 
SEC Docket 69. 


56See Leo Glassman, Securities Exchange Act Release 
No. 11929 (December 16, 1975), 8 SEC Docket 735, 
736; A. J. White & Co., Securities Exchange Act 
Release No. 10645 (February 15, 1974), 3 SEC Docket 
550, 551). 


57s the Court of Appeals for the Second Circuit said in 
Arthur Lipper Corp. v. S.E.C., 547 F.2d 171, 184 (1976): 
“The purpose of . sanctions must be to demons- 
trate not only to petitioners but to others that the Com- 
mission will deal harshly with egregious cases.”’ 


58Some contentions have not been treated explicitly. 
This does not mean that we have ignored them. All 
points presented have been carefully considered. 


598Respondents’ exceptions to the initial decision are 
overruled or sustained to the extent that they are in- 
consistent or in accord with the views expressed in this 
opinion. 
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SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13512/May 6, 1977 


Admin. Proc. File No. 3-4547 
In the Matter Of 


EDWARD J. MAWOD & CO. 
Salt Lake City, Utah 


(8-14068) 
EDWARD J. MAWOD 
ORDER IMPOSING REMEDIAL SANCTIONS 


On the basis of the Commission's opinion issued this 
day it is 


ORDERED that the request of Edward J. Mawod & Co. 
for the withdrawal of its registration as a broker and 
dealer be, and the same hereby is, denied; and it is 
further 


ORDERED that the registration of the said Edward J. 
Mawod & Co. as a broker and dealer be, and the same 
hereby is, revoked; and it is further 


ORDERED that Edward J. Mawod be, and he hereby is, 
suspended from association with any broker or dealer 
for one year; and it is further 


ORDERED that the aforementioned suspension of the 
said Edward J. Mawod become effective at the opening 
of business on May 23, 1977. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13513/May 6, 1977 


Admin. Proc. File No. 3-5188 

In the Matter of 

EDWARD C. JAEGERMAN 

50 Vanderbilt Avenue 

New York, New York 

NOTICE OF PERMANENT DISQUALIFICATION FROM 
APPEARANCE OR PRACTICE BEFORE THE COM- 
MISSION 
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On March 15, 1977, pursuant to Rule 2(e)(3)(i) of its 
Rules of Practice, the Commission entered an order of 
temporary suspension from appearance or practice 
before it against Edward C. Jaegerman, an attorney. 
That order was based on the fact that, on October 19, 
1976, the Commission, in an administrative proceeding 
to which Jaegerman was a party, found that Jaegerman 
had willfully aided and abetted violations of Section 
10(b) of the Securities and Exchange Act and Rule 
10b-5 thereunder. ! 


In that proceeding, the Commission found that Jaeger- 
man, who was managing partner of Charles Plohn & 
Co., a former New York Stock Exchange member firm,” 
participated in the conversion of securities to his firm’s 
use. In 1970, Plohn, without its customers’ knowledge 
or consent, pledged customers’ fully paid and excess 
margin securities as collateral for loans to the firm. In 
addition, certain securities which Plohn received in the 
form of stock dividend ‘‘overages’’ were misapprop- 
riated. Jaegerman was found responsible in connection 
with these activities. 


Rule 2(e)(3)(ii) of the Commission’s Rules of Practice 
provides that any person temporarily suspended in 
accordance with paragraph (i) may, within 30 days after 
service upon him of the order of temporary suspension, 
petition the Commission to lift such suspension, but 
that if no petition has been received by the Commission 
within 30 days after such service, the suspension shall 
become permanent. Jaegerman was duly notified of 
this provision. The 30-day period has expired and no 
petition to lift the suspension has been received by the 
Commission. 


Accordingly, notice is hereby given that the temporary 
suspension of Edward C. Jaegerman has become 
permanent, and that Jaegerman is therefore disqualified 
from appearing or practicing before the Commission. 


George A. Fitzsimmons 
Secretary 








‘Edward C. Jaegerman, Securities Exchange Act 
Release No. 12905, 10 SEC Docket 726. 


2Plohn’s broker-dealer registration was revoked in the 
same proceeding on the basis of its consent. Securities 


Exchange Act Release No. 12033 (January 22, 1976), 8 
SEC Docket 1099. 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 13514/May 6, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
AMERICAN STOCK EXCHANGE, INC. 


File No. SR-AMEX-77-5 


The American Stock Exchange, Inc., submitted on 
March 29, 1977, and subsequently amended on April 
29, 1977, a set of proposed rule changes under Rule 
19b-4 designed to implement the provisions of the 
Securities Acts Amendments of 1975 by the revision of 
(a) various constitutional and rule provisions governing 
approval and regulation of members, (b) the regulatory 
scheme with respect to associated persons, and (c) pro- 
visions relating to the formation, capital structure, 
approval, and operation of member organizations. 
Among other things, the proposal would require 
members and member organizations to be principally 
engaged in the securities business, would eliminate 
Canada as a qualifying domicile for member organiza- 
tions, and would restrict members’ associations with 
non-member brokers and dealers. 


Publication of the submission is expected to be made in 
the Federal Register during the week of May 9, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceed- 
ings to determine whether the proposed rule change 
should be disapproved, interested persons are invited to 
submit written data, views and arguments concerning 
the submission within 21 days from the date of publica- 
tion in the Federal Register. Persons desiring to make 
written submissions should file six copies thereof with 
the Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-AMEX-77-5. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and Ex- 
change Commission's Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. Copies of the filing will 
also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


Gerald A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13515/May 6, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
MIDWEST STOCK EXCHANGE, INC. 


File No. SR-MSE-77-9 


The Midwest Stock Exchange, Inc. submitted on April 
29, 1977 a proposed rule change under Rule 19b-4 to 
amend Rule 22 of its Rules and Practices for Trading 
(‘Charges by Member and Specialist for Execution of 
Orders’’) to modify language which relates back to the 
time when fixed rates were still in existence. 


Publication of the submission is expected to be made in 
the Federal Register during the week of May 16, 1977. 
In order to assist the Commission to determine whether 
to approve the proposed rule change or institute pro- 
ceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federa/ Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MSE-77-9. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission's Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13516/May 6, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-77-7 


The American Stock Exchange, Inc. (‘‘Amex’’) sub- 
mitted on May 2, 1977 a proposed rule change under 
Rule 19b-4 to amend Section 411 of the Amex Company 
Guide to clarify the scope of permissible communica- 
tions between specialists and officials of listed 
companies. 
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Publication of the submission is expected to be made in 
the Federal Register during the week of May 9, 1977. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceed- 
ings to determine whether the proposed rule change 
should be disapproved, interested persons are invited to 
submit written data, views and arguments concerning 
the submission within 21 days from the date of publica- 
tion in the Federa/ Register. Persons desiring to make 
written submissions should file six copies thereof with 
the Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, N.W., 
Washington, D.C. 20549. Reference should be made to 
File No. Sr-Amex-77-7. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13517/May 6, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
The Philadelphia Stock Exchange, Inc. 


File No. SR-PHLX-77-5 


The Philadelphia Stock Exchange, Inc. submitted on 
April 27, 1977 a proposed rule change under Rule 19b-4 
to permit exercise price intervals of 5 points for option 
series below $100 and 10 points for option series at or 
above 100. 


Publication of the submission is expected to be made in 
the Federal Register during the week of May 9, 1977. In 
order to assist the Commission in determining whether 
to approve the proposed rule change or institute 
proceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federa/ Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-PHLX-77-5. 
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Copies of the submission and of all written comments 
will be available for inspection at the Securities and Ex- 
change Commission's Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. Copies of the filing will 
also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13518 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
The American Stock Exchange, Inc. 


File No. SR-Amex-77-9 


The American Stock Exchange, Inc. submitted on May 
2, 1977 a proposed rule change under Rule 19b-4 to 
permit exercise price intervals of 5 points for option 
series below $100 and 10 points for option series above 
$100. 


Publication of the submission is expected to be made in 
the Federal Register during the week of May 9, 1977. In 
order to assist the Commission in determining whether 
to approve the proposed rule change or institute pro- 
ceedings to determine whether the proposed rule 
change should be disapproved, interested persons are 
invited to submit written data, views and arguments 
concerning the submission within 21 days from the date 
of publication in the Federa/ Register. Persons desiring 
to make written submissions should file six copies 
thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-Amex-77-9. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission's Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 13519/May 9, 1977 


Admin. Proc. File No. 3-5106 
In the Matter of 


DAVID E. LOBATO 
1999 So. 10th East 
Salt Lake City, Utah 84102 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings' under the Securities 
Exchange Act of 1934 (‘Exchange Act’’), David E. 
Lobato has submitted an offer of settlement, without 
admitting or denying the allegations in the Order for 
Proceedings (‘‘Order’’), which the Commission has 
determined to accept. 


On the basis of the Order and the offer of settlement, it 
is found that: 


(1) Lobato wilfully violated and wilfully aided and 
abetted violations of Section 17(a) of the Securities Act 
of 1933 and Section 10(b) of the Exchange Act and Rule 
10b-5 thereunder in the offer and sale of shares of the 
common stock of Royal Airline, Inc. as alleged in the 
Order. 


(2) The United States District Court for the Southern 
District of California on October 22, 1974 entered an 
Order enjoining Lobato from further violating Section 
17(a) of the Securities Act of 1933 and Section 10(b) of 
the Exchange Act and Rule 10b-5 thereunder as alleged 
in the Order. 


In view of the foregoing, it is in the public interest to 
impose the sanction specified in the offer of settlement? 


Accordingly, IT |S ORDERED: 


That Lobato is barred from association with any broker 
or dealer, provided, that after eighteen (18) months 
from the date hereof Lobato may apply to the Com- 
mission for permission to become associated with a 
broker or dealer in a nonsupervisory position in which 
he will receive adequate supervision. 


This Order is to take effect at the opening of business 
on the second Monday after the date of this Order. 





'In the Matter of Contemporary Securities, Inc., et al. 
instituted September 29, 1976. 


2The findings herein are not binding on any other 
respondent named in these proceedings. 


For the Commission, by the Office of the Secretary, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13520/May 9, 1977 


Admin. Proc. File No. 3-5163 
In the Matter of 


KURTZ & COMPANY, INC. 
10036 Gardenside Drive 
Willoughby, Ohio 


File No. 8-20212 


DAVID DOTY KURTZ 
10036 Gardenside Drive 
Willoughby, Ohio 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these administrative proceedings under the Securities 
Exchange Act of 1934 (‘Exchange Act’’)' Kurtz & 
Company, Inc. (‘‘Kurtz’’), a broker-dealer registered 
with the Commission and transacting business solely in 
municipal securities, and David Doty Kurtz (‘David 
Kurtz’’), the president and director of Kurtz, have, 
without admitting or denying the allegations of the 
Order for Public Proceedings, submitted an Offer of 
Settlement which the Commission has determined to 
accept. 


On the basis of the Order for Public Proceedings and the 
Offer of Settlement, it is found that: 


(1) During the period from December 1, 1975, to date, 
Kurtz willfully violated and David Kurtz willfully aided 
and abetted violations of Sections 15(b), 15(c)(3) and 
17(a) of the Exchange Act and Rules 15b1-1, 15b1-2, 
15c3-1, 17a-3 and 17a-11 thereunder. 


(2) During the period from on or about June 28, 1976, 
to date, Kurtz willfully violated and David Kurtz willfully 
aided and abetted violations of Section 15(b) of the 
Exchange Act and Rule 15b9-1 thereunder. 


(3) During the period from July 20, 1976, to date, Kurtz 
willfully violated and David Kurtz willfully aided and 





‘In the matter of Kurtz & Company, Inc., et al., in- 
stituted January 26, 1977. 
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abetted violations of Section 10(a) of the Securities 
Investor Protection Act of 1970. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the Offer of Settle- 
ment. 


Accordingly, IT |S ORDERED that: 


(1) The registration of Kurtz & Company, Inc. is hereby 
suspended for a period of sixty (60) days, and the with- 
drawal of its registration to become effective upon the 
expiration of the suspension period. 


(2) That David Doty Kurtz be and hereby is suspended 
from association with any broker, dealer, municipal 
securities dealer, investment company or investment 
adviser for a period of sixty (60) days; thereafter David 
Doty Kurtz be and hereby is barred from association 
with any broker, dealer, municipal securities dealer, 
investment company or investment adviser in any 
capacity other than as a supervised employee in a non- 
supervisory and non-proprietary capacity. 


The sanctions imposed herein shall take effect on the 
second Monday following the date of this Order. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13521/May 9, 1977 


ACCOUNTING SERIES 
Release No. 215/May 9, 1977 


ADMINISTRATIVE PROCEEDING FILE No. 3-5144 
In the Matter of 
PHILLIP J. WOLFSON 


OPINION AND ORDER PURSUANT TO RULE 2(e) OF 
THE COMMISSION’S RULES OF PRACTICE 


This Opinion and Order under Rule 2(e) of the Com- 
mission’s Rules of Practice [17 C.F.R. 201.2(e)] arises 
out of the conduct of Phillip J. Wolfson (‘““Wolfson”’ or 
the ‘‘Respondent’’), an accountant. 


We find that the Respondent compromised the in- 
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dependence of two accounting firms while a partner in 
such firms in that he had direct or material indirect 
financial interest in audit clients of these firms while 
such firms were performing audit engagements on 
financial statements of the clients to be included in 
filings with the Commission and during reporting 
periods the results of which were reflected in such 
financial statements. Such interests included securities 
of as well as a continuing liability on certain bank in- 
debtedness of SaCom, formerly known as Guide 
Scientific Industries, Inc. The Respondent made untrue 
statements with respect to such interests in testimony 
in the investigation which preceded institution of these 
proceedings. The Respondent issued or caused the 
issuance of the accounting firm’s report on the 1970 
fiscal year financial statements of SaCom when he 
knew or should have known that SaCom’s net loss was 
substantially understated and its assets and share- 
holders equity were substantially overstated by reason 
of the improper removal from expense accounts and 
deferral of approximately $170,000 of costs by SaCom. 
In addition, the Respondent participated in a scheme 
resulting in the false disclosure by SaCom in a filing with 
the Commission of accounting fees due to his firm. 
Based on the foregoing, we find that the Respondent 
engaged in unethical and improper professional 
conduct and willfully violated Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder and Section 17(a) of the Securities Act of 
1933 and willfully aided and abetted violations of 
Section 13(a) of the Securities Exchange Act of 1934 
and Rule 13a-1 thereunder. 


Wolfson has submitted a Resignation and Undertaking 
in which, without admitting or denying the allegations 
with respect to him, he consents to entry of this Opinion 
and Order and resigns from, and undertakes not to, 
appear or practice before the Commission. 


Based on the foregoing it is ORDERED that Wolfson’s 
resignation is accepted and that in accordance with his 
undertaking he will not appear or practice before the 
Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13522/May 9, 1977 


Administrative Proceeding File No. 3-5184 


In the Matter of 





GORDON & CO. 
(81-257) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE ACT 


The Securities and Exchange Commission has issued an 
order granting the application of Gordon & Co. 
(‘Applicant’), a broker-dealer registered under Section 
15 of the Securities Exchange Act of 1934 (the ‘1934 
Act’’) as amended, for an exemption from the 
provisions of Section 15(d) of the 1934 Act. It appears 
to the Commission that the requested exemption is not 
inconsitstent with the public interest and the protection 
of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13523/May 10, 1977 


Admin. Proc. File No. 3-4466 
In the Matter of 
MARSHALL COMPANY 
150 Broadway 

New York, New York 10038 
(8-06420) 

MORRIS COHEN 

303 East 37th Street 

New York, New York 10016 


FINDINGS AND ORDER 
SANCTIONS 


IMPOSING REMEDIAL 


In these broker-dealer proceedings' under the Securi- 
ties Exchange Act of 1934, Morris Cohen, on behalf of 
himself and as sole proprietor of Marshall Company,? 





‘In the Matter of William Norton & Co., Inc., et al., 
Admin. Proc. File No. 3-4466. 


20n December 27, 1976 the Commission revoked the 
broker-dealer registration of Marshall Company and 
barred Cohen from association with any broker or 
dealer, provided, however, that after six months, Cohen 
could apply for leave to become associated with a 
registered broker-dealer in a supervised capacity, upon 
a showing that he will be adequately supervised. /n the 
Matter of Morris Cohen doing business as Marshall 
Company, Admin. Proc. File No. 3-4536 (December 27, 
1976), 11 SEC Docket 1322 (January 11, 1977). 


has submitted an offer of settlement which the Com- 
mission has determined to accept. 


On the basis of the order for proceedings, as amended, 
and the offer of settlement, it is found that Marshall 
Company and Cohen have violated and wilfully aided 
and abetted violations of Section 17(a) of the Securities 
Act of 1933, Sections 10(b) and 17(b) of the Securities 
Exchange Act of 1934 and Rules 10b-5 and 10b-6 
thereunder, and the Order Imposing Remedial 
Sanctions issued by the Commission in /n the Matter of 
Morris Cohen doing business as Marshall Company, 
Admin. Proc. File No. 3-4536 (December 27, 1976), as 
alleged in the order for proceedings, and that it is in the 
public interest to impose the sanction specified in the 
offer of settlement. 


Accordingly, IT |S ORDERED that: 


(1) the six month period of time ordered in /n the Matter 
of Morris Cohen doing business as Marshall Company, 
Admin. Proc. File No. 3-4536 (December 27, 1976), 
which must elapse before Cohen may apply for per- 
mission to become associated with any broker or dealer 
in a supervised capacity, upon a showing that he will be 
adequately supervised, is hereby extended for an ad- 
ditional nine months; 


(2) the additional nine month period of time before 
which Cohen may apply for permission to become 
reassociated with any broker or dealer in a supervised 
capacity, shall commence on the date that respondent 
Cohen would have otherwise been eligible to apply for 
such permission in accordance with the Commission’s 
Order of December 27, 1976 in /n the Matter of Morris 
Cohen doing business as Marshall Company, Admin. 
Proc. File No. 3-4536; and 


(3) the broker-dealer registration of Marshall Company 
having previously been revoked in /n the Matter of Morris 
Cohen doing business as Marshall Company, Admin. 
Proc. File No. 3-4536 (December 27, 1976), these 
proceedings shall be, and they hereby are, discontinued 
with respect to Marshall Company. 

For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons, 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13524/May 10, 1977 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 586/May 10, 1977 
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Administrative Proceeding File No. 3-5180 
In the Matter of 


FINANCIAL PROFILES, INC. 
65 N. 5th Street 
Lemoyne, Pennsylvania 


HERBERT C. FENSTERMACHER 
109 Linden Drive 
Camp Hill, Pennsylvania 


HAROLD V. SHERIFF, JR. 
R.D. #1 
Jonestown, Pennsylvania 


FINDINGS AND ORDER 
SANCTIONS 


IMPOSING REMEDIAL 


In these proceedings under the Securities Exchange Act 
of 1934 (Exchange Act) and the Investment Advisers 
Act of 1940 (Advisers Act), Financial Profiles, Inc. 
(Profiles), a registered investment adviser, Herbert C. 
Fenstermacher (Fenstermacher), president of Profiles 
and Harold V. Sheriff, Jr. (Sheriff), vice-president of 
Profiles, have submitted an Offer of Settlement, 
without admitting or denying the allegations in the 
Order for Proceedings, which the Commission has 
determined to accept. 


On the basis of the Order for Proceedings and the Offer 
of Settlement, it is found that Profiles, Fenstermacher 
and Sheriff wilfully violated Section 17(a) of the 
Securities Act of 1933 and Section 10(b) of the Ex- 
change Act and Rule 1b-5 thereunder; that Profiles 
wilfully violated Sections 206(1), (2) and (4) of the Ad- 
visers Act and Rules 206(4) - 2(a)(3) and (5) thereunder; 
that Fenstermacher and Sheriff aided and abetted wilful 
violations of Sections 206(1), (2) and (4) of the Advisers 
Act and Rules 206(4) - 2(a)(3) and (5) thereunder and 
that it is in the public interest to impose the sanctions 
specified in the Offer of Settlement. 


Accordingly, IT 1S ORDERED that: effective on the 
opening of business on the second Monday following 
the date of this order. 


(1) the registration as an investment adviser of 
Financial Profiles, Inc. be, and hereby is, revoked. 


(2) Herbert C. Fenstermacher be, and hereby is, barred 
from association with any investment adviser, broker or 
dealer and investment company provided that after two 
years, Fenstermacher may apply to the Commission for 
permission to become re-associated with a broker or 
dealer in a non-supervisory capacity upon a showing 
that he will be properly supervised. 


(3) Harold V. Sheriff, Jr. be and hereby is, barred from 
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association with any investment adviser, broker or 
dealer and investment company provided that after two 
years, Fenstermacher may apply to the Commission for 
permission to become re-associated with a broker or 
dealer in a non-supervisory capacity upon a showing 
that he will be properly supervised. 


For the Commission by its Secretary pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13525/May 10, 1977 


SEE 


SECURITIES ACT OF 1933 
Rel. No. 5826 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13526/May 10, 1977 


NOTICE OF FILING OF NATIONAL SECURITIES 
CLEARING CORPORATION (‘‘NSCC’) PLAN FOR 
CONSOLIDATING THE THREE OPERATING DIVI- 
SIONS OF NSCC; AND REQUEST FOR COMMENTS 


In accordance with the Commission’s order granting 
NSCC registration as a clearing agency,! NSCC has 
filed with the Commission its proposed plan for con- 
solidating the three operating divisions of NSCC. The 
Commission is requesting public comment on the 
proposed plan from interested persons by June 6, 1977. 
The text of the proposed plan is as follows: 


CONVERSION PLAN FOR 
CONSOLIDATED OPERATIONS 


This document presents an overview of a systems plan 
to combine the operations of NSCC’s three divisions 
(the SCC Division, the ASECC Division and the NCC 
Division) into a single consolidated system. NSCC has 
determined that the CNS System now being used by 
the SCC and ASECC Divisions can best meet the needs 
of the membership. Accordingly, the general approach 
will be to build on this system and to gradually assume 
the processing of the NCC Division CNS System. 





‘Securities Exchange Act Release No. 13163 (January 
13, 1977), 42 FR 3916 (January 21, 1977). 





_ Condition four of the SEC order granting registration 
to NSCC required that NSCC make arrangements with 
another clearing corporation to provide an inter-regional 
OTE trade comparison capability. By letter dated March 
9, 1977, Pacific Clearing Corporation (PCC) has agreed 
to perform this function. Condition four also required 
NSCC to make its OTC trace comparison system avail- 
able to any registered clearing agency that wishes to 
provide intra-regional OTC comparison services for its 
participants. NSCC has, by letter, offered to provide its 
system to any registered clearing agency. A bona fide 
request has been received from Midwest Clearing 
Corporation (MCC) and NSCC will shortly be providing 
the OTC comparison system to them. 


Condition one requires that NSCC establish interfaces 
with MCC, PCC and the Stock Clearing Corporation of 
Philadelphia (SCCP). Listed interfaces will soon be 
completed when bond transactions are made eligible. 
The arrangement with PCC provides the basis for 
adding OTC issues to the interface and thus, with its 
implementation, the condition will be satisfied. Each of 
MCC and SCCP, however, must still decide how they 
wish to handle their intra-regional OTC comparison. 


The SEC’s first condition also mandates the establish- 
ment of appropriate links with Boston Stock Exchange 
Clearing Corporation and TAD Depository Corporation. 
NSCC has met with both, developed an approach, and 
will shortly be providing a proposed method of “‘linking’”’ 


to each organization for their review. 


Finally, the SEC required that NSCC establish co- 
ordinating groups to monitor the progress of the inter- 
faces, links and the sharing of branch facilities. NSCC 
has written to all parties offering to establish such co- 
ordinating groups and anticipates establishing them as 
responses are received. 


Following are the major remaining phases of the 
consolidation plan. While they are described sequen- 
tially, there will be a significant overlap in the develop- 
ment and implementation of many of the steps. 
Additionally, if conditions dictate, the sequence may be 
reordered. 


1. Enter into a New Agreement with Bradford National 
Clearing Corporation Covering the Consolidation Period 


NSCC and Bradford would mutually agree to cancel the 
existing NCC Division service agreement and enter into 
a new agreement to cover the consolidation period. 
Among the terms of the new agreement would be a 
provision whereby NSCC would transfer individual NCC 
Division functions or services to SIAC facilities manage- 
ment in a flexible manner. 


ll. Transfer Responsibility for the NCC Division 
Branch Operation to SIAC 


As a first step in the actual consolidation process, the 
responsibility for and staffing of the NCC Division 
branch office network would be assumed by SIAC. 
Everything would operate as today, except that SIAC, 
rather than Bradford, would operate the branch office 
network. 


lll. Add a Branch Capability to the _ Existing 
SCC/ASECC System for Listed Transactions 


After transferring responsibility for the operation of the 
branch office network to SIAC, a branch capability 
would be added to the present NSCC Listed CNS 
System. In this phase, the branch offices would be 
interacting in New York with Bradford for regional OTC 
transactions, and with SIAC for listed transactions. To 
the extent possible, regional securities shipments and 
transmission equipment would be shared by the two 
systems. 


If NSCC’s revised rate structure is not in place prior to 
the start of this phase, the existing SCC/ASECC rate 
structure will be applied to listed transactions processed 
through branch offices. The operating cost of the 
branches will be passed back to the firms utilizing them 
in much the same manner as direct clearing firms pay 
their share of the cost of operating the existing direct 
clearing service. 


When the revised rate structure is installed (and 
interface fees are eliminated), the cost of branch opera- 
tions will be assumed by NSCC. 


IV. Share Branch Offices with Other Clearing 
Agencies 

Concurrent with the addition of the branch office listed 
capability, NSCC would begin sharing its branch 
facilities with other clearing corporations which had 
indicated their interest in such an arrangement. 
Separate agreements would be negotiated with each 
such clearing corporation covering services to be 
provided and the method of sharing costs. 


V. I/nterpose the NSCC Listed System as an Inter- 
mediary in the Settlement of all NCC Division/PCC 
Interface Transactions 


This step would establish the basic mechanism by 
which the CNS operation of the NCC Division would be 
transferred to the NSCC Consolidated System. It con- 
templates leaving the comparison processing as it is 
today, but interposing the NSCC Listed System 
between the NCC Division and PCC on the settlement 
of all NCC Division/PCC OTC interface transactions. 
This would be accomplished by having the NCC 
Division change the name on its PCC interface account 
to that of NSCC (i.e., the SCC/ASECC CNS System), 
by having PCC substitute the NSCC Listed System 
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rather than the NCC Division System as its contra side 
for settlement and by entering offsetting transactions 
into the NSCC CNS Listed System between the NCC 
Division and PCC Systems. In order to accommodate 
this procedure, PCC each day would transmit to SIAC a 
copy of the same compared trade file that it transmits to 
the NCC Division. Using this file, the required offsetting 
transactions would be generated in the NSCC Listed 
CNS System by substituting the NCC Division for each 
NCC Division participant; substituting PCC for each 
PCC participant and entering these items into the NSCC 
Listed CNS System for settlement. 


Vl. Begin Implementation of the Links Mandated by 
the SEC’s First Condition 


In this step, the appropriate links specified by the SEC 
will start to be implemented. The definition of the links 
would be accomplished at an earlier date and their im- 
plementation would be completed by Step IX. 


Vil. Add OTC Transactions from Other Clearing 
Corporations (Including Several Small New York NSCC 
Consolidated System Participants) 


In this step, PCC, which has agreed to act as the inter- 
area OTC comparison agent, would begin to accept 
OTC inter-area trades (trades between participants of 
different clearing corporations) from other clearing 
corporations, including the OTC comparison system 
operated for NSCC by SIAC. PCC would also continue 
to receive OTC transactions from the NCC Division until 
such time as all present NCC Division participants had 
been converted to the NSCC Consolidated System. 


Each participating clearing corporation, including 
NSCC’s Consolidated System, would be assigned a 
unique regional identifier code (the NCC Division 
regional codes would remain as at present). The NCC 
Division System would be modified to extract and send 
to PCC, along with regular NCC Division/PCC interface 
trades, any trade where the contra side participant 
number contained a regional code designating another 
clearing corporation. The other clearing corporations 
would also transmit their sides of these trades to PCC 
for comparison. 


NCC Division firms which had been converted to the 
NSCC Consolidated System would report their OTC 
trades to SIAC, and all other would continue reporting 
to the NCC Division. The settlement of these items 
would be the same as in Step V. Operating in this 
manner, with the NCC Division treating converted firms 
(along with interface trades with other clearing corpora- 
tions) as quasi-PCC members, the NCC Division and 
NSCC Consolidated Systems would be interfaced. 


After receiving the daily trade transmissions, PCC 
would perform the inter-area comparison and transmit 
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the results relating to each area back to the respective 
clearing corporation. In addition, PCC would transmit a 
file to SIAC containing all inter-area compared trades 
between participants of clearing corporations that do 
not have a settlement interface. All inter-area trades 
where a PCC participant was on one side, and where 
PCC had an interface with the contra side participant’s 
clearing corporation, would be settled by PCC into the 
appropriate PCC interface account. Those trades where 
a PCC participant was on one side, but where PCC did 
not have a settlement interface with the contra side 
participant’s clearing corporation would be settled by 
PCC into the same common account that is presently 
used for the PCC/NSCC listed interface. 


Inter-area trades in which neither side was a PCC 
participant would be compared by PCC and transmitted 
back to the two clearing corporations involved. In 
addition, for purposes of control, each side of these 
trades which were between participants of clearing 
corporations that do not have a settlement interface 
would also be settled by PCC into the same common 
account that is presently used for the PCC/NSCC listed 
interface (with PCC as the contra side) where they 
would net out. 


Upon receipt of its inter-area compared trade file from 
PCC, each participating clearing corporation would 
substitute the account of the contra side participant’s 
clearing corporation for the contra side participant if the 
two clearing corporations have a settlement interface. 
For those trades where the clearing corporation did not 
have a settlement interface with the clearing corpora- 
tion of the contra side participant, the account number 
or symbol used for the settlement of transactions with 
the NSCC Consolidated System would be substituted. 


Using the file received from PCC containing compared 
inter-area trades between participants of clearing 
corporations that did not have settlement interfaces, 
SIAC would generate the entries necessary to place the 
NSCC Consolidated System on the contra side of each 
such trade. The NSCC Consolidated System would 
then become the contra side for settlement on all inter- 
area transactions between clearing corporations that 
are not interface for settlement. 


As firms are transferred from the NCC Division System 
to the NSCC Consolidated System, any shares in their 
NCC Division free accounts would be placed on auto- 
matic deposit to either their TAD or DTC depository 
accounts. Valued positions in the NCC Division System 
would be allowed to initially cycle down. At some point, 
any remaining valued position would probably be 
journaled to the NSCC Consolidated System. 


In order to eliminate the requirement that PCC convert 
the various participant numbers or symbols used by 
each clearing corporation to common _ participant 





numbers for comparison purposes, each participating 
clearing corporation would be responsible for con- 
verting its members’ numbers or symbols to standard 
numbers prior to transmitting their inter-area trades to 
PCC. Any reconversion after comparison would also be 
the responsibility of the originating clearing corporation. 


NSCC would maintain a master list of standard partici- 
pant numbers and all participating clearing corporations 
would agree to use these numbers for the comparison 
and settlement of inter-area trades. Further, in order to 
facilitate the identification of the clearing center of the 
major and minor brokers, each standard participant 
number would have a one-position suffix identifying 
that participant’s clearing corporation. In the case of the 
NSCC Consolidated System, at least for an interim 
period, there would be multiple suffix codes. 


The standard code for security identification would be 
CUSIP and it would be the responsibility of each 
participating clearing corporation to make necessary 
conversions. 

Vill. Phase in the OTC Branch Operations 

After successfully operating all OTC services for several 
small New York firms settling at NSCC and several firms 
settling in other clearing corporations, the consolidated 


OTC operation would be expanded to the regions, one 
branch at a time. 


As branches were added, the NCC Division System 
would be further modified to additionally extract, for 
transmission to PCC, any trade where the contra side 
participant number contained the regional identifier of a 
converted branch. Subsequent processing and settle- 
ment for these transactions would be the same as in 
Step VIl. 


IX. Phase in the Remaining New York Firms 


After all regional processing had been totally converted 
to the NSCC Consolidated System, the last step re- 
maining would be to transfer the OTC business of the 
larger New York firms, and with them the bulk of the 
NCC Division free stock, to the consolidated system. 
The procedure here, as in Steps VII and VIII would be to 
use the modified NCC Division/PCC interface to route 
transactions to the proper system. The volume of trans- 
actions routed to the NCC Division System would 
eventually diminish to zero. 


X. Phase in Other NCC Division Systems 


Other systems operated by tne NCC Division, such as 
bond comparison, envelope settlement and national en- 
velope settlement, would be consolidated and trans- 
ferred to the SIAC operation near the end of the 
phasing described above. 


Concurrent with the implementation steps as outlined 
above, the rules for clearing fund, membership 
standards, pricing and systems operation will be de- 
veloped and submitted to the SEC for review and 
approval. The initial rules submission will be for a new 
pricing structure covering the operation of the con- 
solidated system. Subsequent submissions will occur 
prior to implementation of the various steps in the con- 
version plan. 


The Commission requests that all comments be sub- 
mitted no later than June 6, 1977. Six copies of each 
comment letter should be submitted and addressed to 
George A. Fitzsimmons, Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549. Re- 
ference should be made to File No. 600-15. All such 
communications will be placed in the file and will be 
available for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13527/May 10, 1977 


In the Matter of 


MIDWEST STOCK EXCHANGE, INC. 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MSE-76-20) 
ORDER APPROVING PROPOSED RULE CHANGE 


On September 20, 1976, the Midwest Stock Exchange, 
Inc. (“MSE”) filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), as amended by the Securities Acts Amend- 
ments of 1975, and Rule 19b-4 thereunder, copies of a 
proposed rule change. This proposed rule change was 
amended on February 23, 1977. 


This rule change amended MSE Rule 4 to adopt certain 
provisions of amended Rule 17a-5. 


Notice of the proposed rule change together with the 
terms of a substance of the proposed rule cnange was 
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given by publication of a Commission Release (Securi- 
ties Exchange Act Release No. 13409, March 28, 1977) 
and by publication in the Federal Register (42 Fed. Reg. 
17927, April 4, 1977). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the require- 
ments of Sections 6 and 17(a) and the rules and regula- 
tions thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on September 20, 1976 and 
amended on February 23, 1977, be, and it hereby is, 
approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT Of 1934 
Release No. 13529/May 11, 1977 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


(SR-NASD-77-5) 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
THE NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. AND ORDER APPROVING PRO- 
POSED RULE CHANGE 


Pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78s(b)(1) (the Act’), as 
amended by Pub. L. No. 94-29, 8 16 (June 4, 1975) 
notice is hereby given that on February 10, 1977, the 
National Association of Securities Dealers, Inc. filed 
with the Commission copies of a proposed rule change. 
The proposed rule change would amend Appendix A of 
Section 30, Article IIl.of the Association’s Rules of Fair 
Practice to conform its options margin provisions to a 
uniform standard heretofore adopted by other 
self-regulatory organizations. 


Publication of notice of the proposed rule change is 
expected to be made in the Federal Register during the 
week of May 16, 1977. Interested persons are invited to 
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submit writen data, views and arguments concerning 
the proposed rule change. Persons desiring to make 
written submissions should file, within twenty-one days 
after publication of the proposed rule change in the 
Federal Register, six copies thereof with the Secretary 
of the Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
NASD-77-5. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities associations, and in particular, the require- 
ments of Section 15A and the rules and regulations 
thereunder. 


Further, the Commission finds good cause for ap- 
proving the proposed rule change prior to the thirtieth 
day after the date of publication of notice of filing 
thereof. Such action is necessary to achieve uniformity 
among the options margin rules of the several self- 
regulatory organizations, and to lessen the burden of 
compliance imposed upon members of more than one 
such organization. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13529/May 11, 1977 


In the Matter of the 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street & Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


(SR-PHLX-77-4) 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 29, 1977, the Philadelphia Stock Exchange, 
Inc. (““PHLX”’), filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the ‘‘Act’’), as amended by the Securities Acts Amend- 
ments of 1975, and Rule 19b-4 thereunder, copies of a 
proposed rule change. The proposed rule change would 





amend the PHLX fidelity bonding requirements for 
members and member organizations by adjusting the 
minimum required bonding coverage for members 
operating pursuant to the provisions of subparagraph 
(b)(2) of the Commission’s Uniform Net Capital Rule 
and by clarifying the minimum required bonding cover- 
age for those members operating under the alternative 
net capital provisions set forth in paragraph (f) of the 
Commission’s Uniform Net Capital Rule, among other 
things. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Securi- 
ties Exchange Act Release No. 13421 (April 1, 1977)) 
and by publication in the Federa/ Register (42 FR 19204 
(April 12, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the require- 
ments of Section 6 and the rules and regulations 
thereunder. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on March 29, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13530/May 11, 1977 


In the Matter of 


NEW ENGLAND SECURITIES DEPOSITORY 
TRUST COMPANY 

53 State Street 

Boston, Massachusetts 02109 


(SR-NESDTCO-77-5) 


ORDER APPROVING RULE CHANGE SUBMITTED BY 
THE NEW ENGLAND SECURITIES DEPOSITORY 
TRUST COMPANY RELATING TO ITS PARTICIPA- 
TION IN THE DEPOSITORY TRUST COMPANY 


On March 24, 1977, the New England Securities De- 
pository Trust Company (‘““NESDTC’’) submitted, pur- 
suant to Rule 19b-4 under the Securities Exchange Act 


of 1934 (the ‘‘Act’’), a proposed rule change which 
would establish NESDTC as a participant in The 
Depository Trust Company. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, notice of the proposed rule change 
was published in the Federal Register (42 FR 17929, 
April 4, 1977), and the public was invited to comment 
thereon. Notice of the filing and an invitation for com- 
ments also appeared in Securities Exchange Act 
Release No. 34-13408, March 28, 1977. No letters of 
comment were received. 


The Commission has reviewed the proposed rule 
change and finds that it is consistent with the require- 
ments of the Act and the rules and regulations there- 
under applicable to registered clearing agencies. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
contained in File No. SR-NESDTCO-77-5 be, and 
hereby is, approved. 


For the Commission, by the Division. of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13531/May 12, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of NYSE/PSE Plan 
(File No. 4-194) 


The New York Stock Exchange, Inc. (the ‘‘NYSE”), 
and the Pacific Stock Exchange (the ‘’PSE’’) filed with 
the Commission a plan for allocation of regulatory 
responsibilities pursuant to Rule 17d-2 (17 CFR 240. 
17d-2) (‘‘Section 240.17d-2’’) on March 21, 1977. 


The proposed plan provides that the NYSE will be 
responsible for processing and acting on certain 
applications submitted by dual members. The PSE will, 
however, continue to be responsible, subject to further 
allocation pursuant to Section 240.17d-2, for applica- 
tions for PSE floor members or options principal 
members, registered options principals, and notification 
of registered representatives certified as qualified to 
handle accounts involving options transactions. 
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In addition; " unigar the proposed plan, the NYSE will be 
responsible” ‘for reviewing advertisements, market 
letters, researaer. reports, sales literature, radio, tele- 
vision ané writing’ and speaking activities of dual 
members, exogptin relation to PSE listed options. The 
NYSE wilFelso’ be responsible for taking appropriate 
action on’ all inquiries and complaints involving dual 
members. ; 
The NYSE wil ‘be responsible for conducting examina- 
tions for -cpmpliance with financial, operational and 
sales supérvisigh by dual members, except in the area of 
options sales practices, as well as all special examina- 
tions except:tht.both PSE and NYSE reserve the right 
to participates any special examination. NYSE will be 
responsible fag. review of and subsequent action on or in 
respect of dual members’ Financial and Operational 
Combined Uniform Single (FOCUS) Report and any 
generally applicable financial reporting requirements. It 
will also’ be responsible for review, approval and 
retention -of, all partnership agreements, corporate 
certificates; by-laws, subordinated loan agreements and 
related agreernents and amendments including clearing 
agreements. . 


bo 
Further, the NYSE will be responsible for disciplinary 
investigations*pnd- proceedings involving dual members 
except ingofgr*that PSE may assume jurisdiction in 
investigations selating to. a transaction on PSE affecting 
a PSE-listed, security or any other activity having a 
unique reference tO PSE. 


In order to*;agsist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the.specified responsibilities, interested 
persons are ipvited to submit written data, views and 
arguments conegrnjng the submission within thirty (30) 
days from thie of the publication of this notice in 
the Federgl : Register. Persons wishing to comment 
should file six (6) copies thereof with the Secretary of 
the Commissjan, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-194. 

Copies of the: ibmission and of all written comments 
will be aygilable for inspection at the Securities and Ex- 
change Commission’ s Public Reference Room, 1100 L 
Street, N.W.; Washington, DEG. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





* sei 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 135824/May 12, 1977 
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PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


(File No. 4-191) 


The Boston Stock Exchange, Inc. (the ‘“‘BSE’’), and the 
Midwest Stock Exchange, Inc. (the ‘‘MSE”’) filed with 
the Commission a plan for allocation of regulatory 
responsibilities pursuant to Rule 17d-2 (17 CFR 240.17d- 
2) (‘section 240.17d-2"’) on March 14, 1977. 


The proposed plan provides that the self-regulatory 
organization designated to examine for compliance with 
applicable financial responsibility rules (the ‘‘designated 
examining authority’’) or ‘‘DEA’”) pursuant to Rule 
17d-1 (17 CFR 240.17d-1) (‘section 240.17d-1’’) will be 
responsible for processing and acting on certain 
applications submitted by dual members. The exchange 
that is not the DEA (‘‘other exchange’) will, however, 
continue to be responsible, subject to further allocation 
pursuant to Section 240.17d-2, for applications to 
become regular equity or options members. MSE will be 
responsible for applications for options principal 
members, registered options principals, and notification 
of registered representatives certified as qualified to 
handle accounts involving options transactions. 


In addition, under the proposed plan, the DEA will be 
responsible for reviewing advertisements, market 
letters, research reports, sales literature, radio, 
television and writing and speaking activities of dual 
members. MSE will conduct such review in relation to 
MSE listed options. The DEA will also be responsible for 
taking appropriate action on all inquiries and complaints 
involving dual members. 


The DEA will be responsible for conducting examina- 
tions for compliance with financial, operational and 
sales supervision by dual members, except in the area of 
options sales practices, as well as all special 
examinations, except that both the DEA and the other 
exchange reserve the right to participate in any special 
examination. The DEA will be responsible for review of 
and subsequent action on or in respect of dual 
members’ Financial and Operational Combined Uniform 
Single (FOCUS) Report and any generally applicable 
financial reporting requirements. It will also be 
responsible for review, approval and retention of all 
partnership agreements, corporate certificates, by- 
laws, subordinated loan agreements and related agree- 
ments and amendments including clearing agreements. 


Further, the DEA will be responsible for disciplinary 
investigations and proceedings involving dual members 
except insofar that the other exchange may assume 
jurisdiction in investigations relating to a transaction on 
the other exchange affecting a security listed on the 
other exchange or any other activity having a unique 
reference to the other exchange. 





In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within thirty (30) 
days from the date of the publication of this notice in 
the Federal Register. Persons wishing to comment 
should file six (6) copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-191. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission's Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13533/May 12, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of MSE/PSE Plans 
(File No. 4-192) 


The Midwest Stock Exchange, Inc. (the ‘‘MSE’’), and 
the Pacific Stock Exchange, Inv. (the ‘‘PSE’’) filed with 
the Commission a plan for allocation of regulatory 
responsibilities pursuant to Rule 17d-2 (17 CFR 240.17d- 
2) (‘section 240.17d-2’’) on March 15, 1977. 


The proposed plan provides that the self-regulatory 
organization designated to examine for compliance with 
applicable financial responsibility rules (the ‘‘designated 
examining authority’ or ‘‘DEA’’) pursuant to Rule 17d-1 


(17 CFR 240.17d-1) (‘section 240.17d-1’’) will be 
responsible for processing and acting on certain 
applications submitted by dual members. The exchange 
that is not the DEA (‘’the other exchange”’) will, 
however, continue to be responsible, subject to further 
allocation pursuant to Section 240.17d-2, for applica- 
tions to become equity or options members. 


In addition, under the proposed plan, the DEA will be 
responsible for reviewing advertisements, market 
letters, research reports, sales literature, radio, 
television and writing and speaking activities of dual 


members. The DEA will also be responsible for taking 
appropriate action on all inquiries and complaints 
involving dual members. 


The DEA will be responsible for conducting 
examinations for compliance with financial, operational 
and sales supervision by dual members, as well as all 
special examinations except that both MSE and PSE 
reserve the right to participate in any _ special 
examination. The DEA will be responsible for review of 
and subsequent action on or in respect of dual 
members’ Financial and Operational Combined Uniform 
Single (FOCUS) Report and any generally applicable 
financial reporting requirements. The DEA will submit 
to MSE, for all PSE members who are participants of 
Midwest Clearing Corporation (‘MCC’), for which PSE 
is the DEA, and the MSE will submit to the PSE, for all 
MSE members who are participants of Pacific 
Clearing Corporation (‘‘PCC’’) for which MSE is the 
DEA, a summary of certain pre-defined key data from 
the monthly FOCUS Reports or a copy of such FOCUS 
Reports. It will also be responsible for review, approval 
and retention of all partnership agreements, corporate 
certificates, by-laws, subordinated loan agreements and 
related agreements and amendments including clearing 
agreements. MSE and PSE have agreed to assist each 
other in the conduct of examinations where requested 
to do so for geographical or other considerations. 


Further, the DEA will be responsible for disciplinary 
investigations and proceedings involving dual members 
except insofar that the other exchange may assume 
jurisdiction in investigations relating to a transaction on 
the other exchange affecting security listed on the other 
exchange or any other activity having a unique 
reference to the other exchange. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within thirty (30) 
days from the date of the publication of this notice in 
the Federal Register. Persons wishing to comment 
should file six (6) copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-192. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT of 1934 
Rel. No. 13534/May 12, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of BSE/PSE Plan 
(File No. 4-193) 


The Boston Stock Exchange (the ‘‘BSE”’), and the 
Pacific Stock Exchange, Inc. (the ‘‘PSE’’) filed with the 
Commission a plan for allocation of regulatory 
responsibilities pursuant to Rule 17d-2 (17 CFR 
240.17d-2) (‘‘section 240.17d-2’’) on March 18, 1977. 


The proposed plan provides that the self-regulatory 
organization designated to examine for compliance with 
applicable financial responsibility rules (the ‘‘designated 
examining authority” or ‘‘DEA”’) pursuant to Rule 17d-1 
(17 CFR 240.17d-1) (‘section 240.17d-1’’) will be 
responsible for processing and acting on certain 
applications submitted by dual members. The exchange 
that is not the DEA (the ‘‘other exchange’) will, 
however, continue to be responsible, subject to further 
allocation pursuant to section 240.17d-2, for 


applications to become regular equity or, if applicable, 
options members of the other exchange. The PSE will 
be responsible for applications for registered options 
principals and noiification of registered representatives 
certified as qualified to handle accounts involving 


options transactions. 


In addition, under the proposed plan, the DEA will be 
responsible for reviewing advertisements, market 
letters, research reports, sales literature, radio, 
television and writing and speaking activities of dual 
members except in relation to PSE listed options. The 
DEA will also be responsible for taking appropriate 
action on all inquiries and complaints involving dual 
members. 


The DEA will be responsible for conducting examina- 
tions for compliance with financial, operational and 
sales supervision by dual members, except in the area of 
options sales practices, as well as all special 
examinations, except that both BSE and PSE reserve 
the right to participate in any special examination. The 
DEA will be responsible for review of and subsequent 
action on or in respect of dual members’ Financial and 
Operational Combined Uniform Single (FOCUS) Report 
and any generally applicable financial reporting 
requirements. It will also be responsible for review, 
approval and retention of all partnership agreements, 
corporate certificates, by-laws, subordinated loan 
agreements and related agreements and amendments 
including clearing agreements. The DEA may request 
assistance of the other exchange in the conduct of any 
examination, because of geographical or other 
considerations. 
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Further, the DEA will be responsible for disciplinary 
investigations and proceedings involving dual members 
except insofar that the other exchange may assume 
jurisdiction in investigations relating to a transaction on 
the other exchange affecting a security listed on the 
other exchange or any other activity having a unique 
reference to the other exchange. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not . 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within thirty 
(30) days from the date of the publication of this notice 
in the Federal Register. Persons wishing to comment 
should file six (6) copies thereof with the Secretary of 
the Commission, Security and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-193. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission's Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13535 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of MSE/NYSE Plan 
(File No. 4-189) 


The Midwest Stock Exchange, Inc. (the ‘“MSE’’) and 
the New York Stock Exchange, Inc. (the ““NYSE”) filed 
with the Commission a plan for allocation of regulatory 
responsibilities pursuant to Rule 17d-2 (17 CFR 
240.17d-2) (‘‘section 240.17d-2"’) on March 7, 1977 


The proposed plan provides that the NYSE will be 
responsible for processing and acting on certain 
applications submitted by dual members. The MSE will, 
however, continue to be responsible, subject to further 
allocation pursuant to Section 240.17d-2, for 
applications for MSE equity or options members, 
registered options principals, and notification of 
registered representatives certified as qualified to 





handle accounts involving options transactions. The 
NYSE will advise the MSE monthly of certain changes 
in membership information for dual members. 


In addition, under the proposed plan, the NYSE will be 
responsible for reviewing advertisements, market 
letters, research reports, sales literature, radio, 
television and writing and speaking activities of dual 
members except in relation to MSE listed options. The 
. NYSE will also be responsible for taking appropriate 
action. on all inquiries and complaints involving dual 
members. 


The NYSE will be responsible for conducting examina- 
tions for compliance with financial, operational and 
sales supervision by dual members, except in the area of 
options sales practices, as well as all special 
examinations, except that both MSE and NYSE reserve 
the right to participate in any special examination. It will 
be responsible for review of and subsequent action on 
or in respect of dual members’ Financial and 
Operational Combined Uniform Single (FOCUS) Report 
and any generally applicable financial reporting require- 
ments. The NYSE will submit to the MSE a computer 
run summarizing certain pre-defined key data from the 
monthly FOCUS Reports received by the NYSE from all 
NYSE members who are participants of Midwest 
Clearing Corporation (MCC). MSE and NYSE agree to 
assist each other in examinations if requested due to 
geographical or other considerations. 


NYSE will also be responsible for review, approval and 
retention of all partnership agreements, corporate 
certificates, by-laws, subordinated loan agreements and 
related agreements and amendments including clearing 
_ agreements. 


Further, the NYSE will be responsible for disciplinary 
investigations and proceedings involving dual members 
except insofar that MSE may assume jurisdiction in 
investigations relating to a transaction on MSE, 
affecting an MSE-listed security or any other activity 
having a unique reference to MSE. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within thirty (30) 
days from the date of the publication of this notice in 
the federal Register. Persons wishing to comment 
should file six (6) copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-189. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 


Exchange Commission's Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13536/May 12, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO RULE 17d-2 


Notice of Filing of BSE/NYSE Plan 
(File No. 4-195) 


The Boston Stock Exchange, Inc. (the ““BSE’’) and the 
New York Stock Exchange, Inc. (the ‘‘NYSE’’) filed 
with the Commission a plan for allocation of regulatory 
responsibilities pursuant to Rule 17d-2 (17 CFR 
240.17d-2) (‘section 240.17d-2’') on March 28, 1977. 


The proposed plan provides that the NYSE will be 
responsible for processing and acting on certain 
applications submitted by dual members. The BSE will, 
however, continue to be responsible, subject to further 
allocation pursuant to Section 240.17d-2, for applica- 
tions for BSE regular floor members, registered options 
principals, and notification of registered representatives 
certified as qualified to handle accounts involving 
options transactions. 


In addition, under the proposed plan, the NYSE will be 
responsible for reviewing advertisements, market 
letters, research reports, sales literature, radio, 
television and writing and speaking activities of dual 
members except in relation to listed options. The NYSE 
will also be responsible for taking appropriate action on 
all inquiries and complaints involving dual members. 


The NYSE will be responsible for conducting 
examinations for compliance with financial, operational 
and sales supervision by dual members, except in the 
area of options sales practices, as well as all special 
examinations, except that both BSE and NYSE reserve 
the right to participate in any special examination. It will 
be responsible for review of and subsequent action on 
or in respect of dual members’ Financial and Opera- 
tional Combined Uniform Single (FOCUS) Report and 
generally applicable financial reporting requirernents. 
The NYSE will submit to the BSE a computer run 
summarizing certain pre-defined key data from the 
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monthly FOCUS Reports received by the NYSE from all 
NYSE members who are participants of Boston Stock 
Exchange Clearing Corporation (‘“‘BSECC’’). BSE and 
NYSE agree to assist each other in examinations if 
requested due to geographical or other considerations. 
NYSE will also be responsible for review, approval and 
retention of all partnership agreements, corporate 
certificates, by-laws, subordinated loan agreements and 
related agreements and amendments including clearing 
agreements. 


Further, the NYSE will be responsible for disciplinary in- 
vestigations and proceedings involving dual members 
except insofar that BSE may assume jurisdiction in 
investigations relating to a transaction on BSE affecting 
BSE listed security or any other activity having a unique 
reference to BSE. 


In order to assist the Commission in determining 
whether to approve this plan and relieve the party not 
designated to the specified responsibilities, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within thirty (30) 
days from the date of the publication of this notice in 
the Federal Register. Persons wishing to comment 
should file six (6) copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. 4-195. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13537/May 12, 1977 


PROGRAM FOR ALLOCATION OF REGULATORY 
RESPONSIBILITIES PURSUANT TO SECTION 240.17 
Notice of Extension of Filing Period 

AGENCY: Securities and Exchange Commission 


ACTION: Extension of Time for Filing Plans 


SUMMARY: Rule 17d-2 and the adopting release 
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specify that self-regulatory organizations may file with 
the Commission initial plans for allocation of regulatory 
responsibilities for members or participants which they 
have in common on or before March 15, 1977 or at such 
later date as the Commission may _ determine 
subsequent to the hearings on the implementation of 
the Rule. The Commission has extended the time for 
filing such initial plans until May 15, 1977 or such later 
date as the Commission may specify. 


DATES: Plans on or before May 15, 1977 


FOR FURTHER INFORMATION CONTACT: Daniel J. 
Piliero ll, Associate Director, Division of Market 
Regulation, Securities and Exchange Commission, 500 
North Capitol Street, N.W., Washington, D.C. 20549 
(202-755-1390). 


On October 28, 1976 in Securities Exchange Act 
Release No. 34-12935, 41 FR 49091 (November 8, 1976), 
the Commission adopted 17 CFR 8240.17d-2 
(hereinafter section 240.17d-2) under Section 17(d) of 
the Securities Exchange Act of 1934 [15 U.S.C. 78a et 
seq. as amended by Pub. L. No. 94-29 (June 4, 1975)]. 
It calls upon self-regulatory organizations to propose to 
the Commission a plan or series of plans for allocating 
regulatory responsibilities with respect to members or 
participants which they have in common. 


Background 


Section 240.17d-2 and the adopting release provide that 
self-regulatory organizations may file such plans within 
ninety (90) days of the effective date of the section or at 
such later date as the Commission may otherwise 
determine subsequent to the hearings conducted with 
respect to the implementation of the section. There- 
after, plans may be filed as changes in designation are 
necessary or appropriate. 


Section 240.17d-2 became effective on December 15, 
1976. Initial plans were to be filed with the Commission 
on or before March 15, 1977. 


Extension of Time for Filing Plans 


A large number of the self-regulatory organizations 
have requested that the Commission extend the time for 
filing initial plans beyond March 15, 1977 (File No. 
4-187). Each of the requests indicates that substantial 
progress has been made in reaching agreement for the 
allocation of responsibilities. To date, self-regulators 
have filed six (6) plans for allocation with the Commis- 





sion.' In addition, a number of self-regulators have 
reached conceptual agreement on the terms of plans 
and final drafts are in preparation. They have stated, 
however, that formal approval of plans by their 
governing bodies and execution of approved plans will 
be delayed beyond March 15, 1977. 


Self-regulators have also suggested that an extension of 
the filing date will permit them to explore the possibility 
of agreement in additional areas where duplication 
currently or potentially exists. In particular, they assert 
that an extension would facilitate discussion of formal 
allocations of responsibilities between the exchanges or 
the NASD and their subsidiaries which are deemed to 
be self-regulatory organizations by virtue of Section 
3(a)(26) of the Securities Exchange Act of 1934, as 
amended. They indicate that significant progress may 
also be made in the allocation of responsibility for the 
collection, processing, and maintenance of registration 
information and in the coordination of joint examina- 
tions for any broker or dealer which is a member of or 
participant in more than one self-regulatory organiza- 
tion and is subject to multiple examinations. 


In light of the progress to date in the formulation of 
plans for allocation of responsibilities and the 
continuing efforts of self-regulators to increase the 
scope of these plans, the Commission has determined 
to extend the time for filing initial plans until May 15, 
1977. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13538/May 12, 1977 


LOST AND STOLEN SECURITIES PROGRAM 





'The joint plan between the New York Stock Exchange, 
Inc., (the ‘“NYSE“’) and the American Stock Exchange, 
Inc., was noted in Securities Exchange Act Release No. 
13326 (March 3, 1977), 42 FR 13878 (March 14, 1977) 
(File No. 4-188). Notices of proposed plans between the 
NYSE and the Midwest Stock Exchange, Inc., (‘“MSE’’) 
(File No. 4-189), between the MSE and the Pacific 
Stock Exchange, Inc. (‘PSE’’) (File No. 4-192), 
between the MSE and the Boston Stock Exchange, Inc. 
(‘BSE’) (File No. 4-191), between the BSE and the PSE 
(File No. 4-193) and between the NYSE and the PSE 
(File No. 4-194) are published herein. 


* 


Designation of Entity to Receive Reports ahd Inquiries 
AGENCY: Securities and Exchange Gorgmnission 


ACTION: Designation of Entity to cide Reports and 
Inquiries. ; or 
: _ 

SUMMARY: This action designates AwtEx, Inc. to 
receive reports and inquiries required to be made with 
the Commission for a one year pilot.period fiursuant to 
section 240.17f-1, of the Lost and Stdlen Securities 
Program. 


FOR FURTHER INFORMATION contact: Daniel J. 
Piliero II, Associate Director, Division of Market Regula- 
tion, Securities and Exchange Cortimission, Washing- 
ton, D.C. 20549 (202-755-1390). 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today’ announced the 
designation of AutEx, Inc. as the Cammission’s 
designee to receive reports and inqUiries for which the 
Commission is the appropriate instrumentality under 17 
CFR 8240.17f-1 pursuant to section 17(f) of the 
Securities Exchange Act of 1934, ["the Act’’) (15 
U.S.C. 78 et seq. as amended by’ big L, No. 94-29 
(June 4, 1975)). 


=e 


BACKGROUND 


The Securities Acts Amendments of 1975 athended the 
Securities Exchange Act of 1934 by adding Section 
17(f)(1). This Section mandates the. Commission to 
promulgate rules to require certain institutions to report 
instances of missing, lost, stolen’ “or counterfeit 
securities and to make inquiry with respect to securities 
coming into the possession or control of such institu- 
tions to ascertain whether the securities had been 
reported as missing, lost, stolen or téuntertfeit. Section 
17(f)(1)(A) of the Act stated that reports, and inquiries 
shall be made to the ‘‘Commission or, other person de- 
signated by the Commission” and authotized the Com- 
mission to charge a reasonable fee for the .operation of 
the program. 


ommission adopted 17 CFR 
rting aad inquiry require- 
3, lost, stolen or counter- 


On December 10, 1976 the C 
§240.17f-1 establishing 
ments with respect to m 
feit securities. ' 


In that release, the Comm ss 
proposed systems from pursi 
the Commission’s desic 


: solicited: Submissions of 
- interested in serving as 
‘he Commission also 
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re 
‘Securities Exchange Act Release No. #3053; 42 FR 
54923 (December 16, 1976). 
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published ‘’Criteria for a Lost and Stolen Securities 
Reporting and Inquiry System’”’ to aid in the develop- 
ment of proposed systems.” In response to the Com- 
mission’s solicitation, several plans were submitted.° 


DESIGNATION OF AUTEX, INC. 


After analysis of the plans which were received, the 
Commission has determined that the submission by 
AutEx, Inc. (‘“AutEx’’) is the lowest cost, responsive 
and responsible bid. AutEx has proposed a system to 
receive reports and inquiries in a manner responsive to 
the Commission's solicitation in Securities Exchange 
Act Release No. 13053. AutEx has also addressed the 
Commission’s ‘‘Criteria for a System to Implement a 
Lost and Stolen Securities Program’’ and has proposed 
a system flexible enough to react to future develop- 
ments in the area. 


Accordingly, the Commission has designated AutEx to 
receive reports and inquiries for which the Commission 
is the appropriate instrumentality under section 240. 
17f-1 for the one year pilot period. 


DESIGN AND OPERATION OF SYSTEM 


Although detailed operating procedures will be dis- 
seminated prior to the effective date of section 240. 
17f-1, the following is a summary of the AutEx 
proposal: 


The AutEx system would accept reports and inquiries 
by four means: telephone, teletype, mail or remote 
terminal. The user’s right to access the system wou!d be 
validated by means of special security procedures. All 
reports would be logged into a computerized record, 
and hardcopy confirmations would be _ periodically 
conveyed to the reporting institutions and the transfer 
agent for the security. 


In the early months, when the data base is small 
compared to its eventual size, inquiry would entail 
manual look-ups. During the same period, AutEx would 
evaluate the need and desirability of an on-line system 
in light of the early experience with the actual system 
operation. If an on-line system “eems more desirable for 
the later stages of the program, AutEx would 
develop such a system 


Any on-line system whi 
provide access through 


A'tEx would develop would 
iepaone, telex, the mails and 








"Id. 


3All plans which were submitted may be found in the 


Commission's public file. under File No. S7-611. 
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other means. Participants would normally gain access 
through their existing telephone equipment by dialing a 
toll-free number. An operator having on-line access to 
the computer by means of CRT/keyboard terminals 
would respond to the inquiry and generate hardcopy 
confirmation of the inquiry. 


Participants who would require heavy use of the system 
would be provided direct access through their own 
computer terminals. The remote terminals provided 
would be similar to the system operators’ 
CRT/keyboard terminals. 


The proposed system would also allow reporting and 
inquiry by means of computer tape either remotely 
entered or hand delivered to a central data collection 
point. 


PRINCIPLES OF DESIGNATION 


AutEx has been chosen as the Commission’s designee 
subject to its undertaking to comply with the following 
“Principles of Designation.’’ These principles are the 
major responsibilities which AutEx is expected to 
undertake. 4 


The principles for designation are: 


1. The desigriee shall implement Rule 17f-1 (17 CFR 
§240.17f-1), in accordance with the terms of its sub- 
mission and at the rates specified therein, for a one year 
pilot program as set forth in its submission and the 
Commission's release. 


2. The designee shall: 


a. Receive reports and answer inquiries for which the 
Commission is the appropriate instrumentality. 


b. Maintain records of such reports and inquiries and 
furnish such records to institutions in accordance with 
the provisions of Rule 17f-1; 


c. Convey receipt of reports to the transfer agents 
concerned where such transfer agents are not the 
reporting institutions; and 


d. Collect fees, as approved by the Commission, from 
reporting institutions to defray the cost of the system; 


3. The designee shall maintain the capacity to: 





4if AutEx, is unwilling or unable to comply with the 
Principles of Designation, the Commission may 
designate another entity or take such other action as it 
may deem appropriate. 





a. Receive reports or inquiries by telephone, the mails, 
telex and other means; 


b. Generate hard copy confirmation to the reporting 
institution with respect to any report or inquiry made by 
such institution; and 


c. Retrieve records of inquiry by the name of the re- 
porting institution as well as the particular security. 


4. The designee warrants that all work shall be 
performed in a businesslike manner and in accordance 
with the highest standards. 


5. The designee shall have the capacity to include in 
its data base all reports of missing, lost or stolen 
securities made prior to the effective date of Rule 17f-1 
and shall include such reports as the Commission may 
direct. 


6. The designee shall keep a current and true record, 
available for inspection by the Commission, with 
respect to each report, inquiry, confirmation, correction 
or other information received pursuant to this designa- 
tion; the time of and means by which such report, 
inquiry or other information was received, the time of 
response, the means by which a response was given 
and the nature of the response. The designee shall 
make available for the Commission’s inspection all 
records and accounts of amounts billed to reporting 
institutions, the basis for the bills, amounts received 
from reporting institutions and accounts on expenses 
incurred by the designee. Such records for any calendar 
year shall be kept for three years after the end of the 
calendar year. The designee shall make periodic reports 
to the Commission as the Commission deems 
appropriate and necessary. 


7. All reports and inquiries received pursuant to Rule 
17f-1, and all confirmations of such reports and 
inquiries, billing information and any other records 
maintained pursuant to this designation are the property 
of the Commission. The designee shall furnish to the 
Commission upon demand true, correct, complete and 
current copies of any or all, or any part of such records 
maintained pursuant to this designation. 


8. The designee shall report to the Commission 
quarterly during the pilot program: 


a. The number of reports and inquiries received during 
the quarter; 


b. The number of inquiries regarding securities 
reported as missing, lost, stolen or counterfeit; 


c. The dollar value of securities reported as missing, 
lost, stolen or counterfeit; 


d. The number of reporting institutions which are 
direct subscribers; 


e. Expenses incurred by the designet?; 
f. The amounts billed to reporting insititutions; and 


g. Any other information which the Co mmission may 
direct. 


9. The Commission may direct that the clesignee shall 
carry out different or additional function:s during the 
pilot program as it deems appropriate upon written 
notice to the designee. 


10. The designee shall agree to any other reasonable 
conditions as the Commission may direct. 


IMPLEME:NTATION DATE 


At the present time Section 240.17f-1 is scheduled to 
become effective on July 1, 1977. However, if the 
Commission determines that its designee for the pilot 
program requires additional time to implement the 
system in an efficient mainner, it may delay the start-up 
date further. 


STATUTORY BAS:IS AND COMPETITIVE 
CONSIIDERATIONS 


Tne Commission designates AutEx, Inc. to receive 
reports and inquiries required to be rnade to the 
Commission under secticin 240.17f-1, su'bject to the 
conditions contained herein, pursuant to tlie Securities 
Exchange Act of 1934 as amended, includ'ing sections 
2, 10, 15, 17 and 23 thereof. The Commission finds that 
any burden upon competition imposed by this designa- 
tion is necessary and appropriate in the public interest 
and for the protection of investors in order to implement 
a lost and stolen securities program pursuant to section 
17(f) of the Act. 


By the Commission. 


(Seorge A. Fitzsimmons 
‘Secretary 








PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 20019/ May 6, ‘1977 
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in the Matter of 


EASTERN UTILI TIES ASSOCIATES 
Boston, Massachiusetts 02107 


BROCKTON E'DISON COMPANY 
Brockton, Masssachusetts 02403 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 02722 


(70-5997) 


ORDER AUTHORIZING ISSUE AND SALE OF COM- 
MON STOCK AT COMPETITIVE BIDDING BY HOLD- 
ING COMFP’ANY, ISSUE AND SALE OF COMMON 
STOCK FY ONE SUBSIDIARY TO HOLDING 
COMPANY AND ISSUE AND SALE OF COMMON 
STOCK BY ‘ONE SUBSIDIARY TO A SECOND 
SUBSIDIARY 


Eastern Utilities Associates (‘‘EUA’’), a registered 
holding company, and two of its electric utility sub- 
sidiary companies, Brockton Edison Company 
(“Brockton”) znd Montaup Electric Company (‘’Mon- 
taup”’), have filed an application-declaration and 
amendments tlnereto with this Commission pursuant to 
Sections 6, 7, 9(a), 10, 12(c), 12(d) and 12(f) of the 
Public Utility Holding Companry Act of 1935 (‘’Act’’) and 
Rules 42(b)(22), 43(a), 44(a) and 50 promulgated 


thereunder rexgarding the following proposed trans- 
actions. 


EUA propose:s to issue and srall up to 600,000 shares of 
its common stock (par vali'ue $5.00) by competitive 
bidding. EU,4 proposes to apply the net proceeds from 
such sale to the purchase, «at their par value of $25.00 
per share, of the maximtum number of shares of 
Brockton ‘common stock (‘Brockton Stock’’) so 
purchasabli2, rounded to the next higher integral 
multiple of 1,000, up to a maximum of 475,000 shares or 
a maximurn aggregate par value of $11,875,000. To the 
extent that the net proceecis to EUA are less than the 
amount required for the purchase of the Brockton 
Stock, thie deficiency will] be supplied from EUA’s 
treasury. EUA proposes to pledge the Brockton Stock 
to The First National Bank of Boston as Trustee under 
EUA’‘s Indenture and Deed of Trust dated as of October 


1, 1953, as supplementeci, securing EUA’s Collateral 
Trust Bonds. 


Brockton proposes to issue: and sell the Brockton Stock 
at par to EUA and to apply the proceeds to the purchase 
at their par valiue of $100.00 per share, of the maximum 
number of shares of Montaup common. stock 
(“Montaup Stock’’) so jourchasable, rounded to the 
next higher in.tegral multiple of 1,000, up to a maximum 
of 119,000 shiares or a miaximumm aggregate par value 
of $11,900,100. To the: extent that the proceeds to 
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Brockton are less than the amount required for the 
purchase of the Montaup Stock, the deficiency will be 
supplied from Brockton’s treasury. Brockton proposes 
to pledge the Montaup Stock to State Street Bank and 
Trust Company under Brockton’s Indenture of First 
Mortgage and Deed of Trust dated as of September 1, 
1948, as supplemented and modified, securing Brock- 
ton’s First Mortgage and Collateral Trust Bonds. 


Montaup proposes to issue and sell the Montaup Stock 
at par to Brockton and to apply the proceeds to reduce 
its outstanding short-term debt to banks. At the time of 
the sale of the Montaup Stock it is expected that 
Montaup will have approximately $16,000,000 in 
outstanding short-term debt to banks. 


The Department of Public Utilities of the Common- 
wealth of Massachusetts has authorized various aspects 
of the proposed transactions, the Public Utilities Control 
Authority of the State of Connecticut has waived any 
jurisdiction it might have over the proposed 
transactions, and no other state commission and no 
federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. The fees 
and expenses to be incurred in connection with the 
proposed transactions are estimated at $177,175, 
including legal fees of $38,500. Fees of counsel for the 
underwriters, to be paid by the successful bidders, are 
estimated at $18,250. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19973), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis the facts in the record, it is 
hereby found that the applicable standards of the Act 
and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors and 
consumers that said application-declaration, as 
amended, be granted and permitted to become 
effective. 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rules 24 and 50 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Rel. No. 20020/May 9, 1977 
In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 46801 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 10004 


(70-5998) 


ORDER AUTHORIZING ISSUE AND SALE OF PRE- 
FERRED STOCK AT COMPETITIVE BIDDING AND 
CAPITAL CONTRIBUTION FROM HOLDING COM- 
PANY TO SUBSIDIARY 


American Electric Power Company, Inc. (‘‘AEP’’), a 
registered holding company, and Indiana and Michigan 
Electric Comapny (“1&M’’), an electric utility subsidiary 
thereof, have filed an application-declaration and 
amendments thereto with this Commission pursuant to 
Sections 6(b) and 12 of the Public Utility Holding 
Company Act of 1935 (‘‘Act’’) and Rules 42(a), 45, and 
50 promulgated thereunder regarding the following 
proposed transactions. 


1&M proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 under the Act, 
up to 1,600,000 shares of a new series of its cumulative 
preferred stock, par value $25.00 per share. The price to 
be received by |&M shall be $25 per share, which shall 
also be the price at which the preferred stock shall be 
initially offered to the public. The dividend rate and the 
amount per share to be paid by |&M as compensation to 
the purchasers of the preferred stock will be determined 
by competitive bidding. None of the shares of the pre- 
ferred stock may be redeemed during the five year 
period following the date of its issuance if such re- 
demption is for the purpose of refunding such stock, 
directly or indirectly, through the incurring of debt or 
the issuance of stock ranking equally with or prior to the 
preferred stock at an effective interest cost or effective 
divident cost less than the dividend cost to |1&M of the 
preferred stock. 


The terms of the preferred stock may provide for a 
cumulative sinking fund pursuant to which |1&M would 
retire at $25 per share, commencing no earlier than five 
years after sale, not more than 5% annually of the 
shares initially issued, with the non-cumulative option 
on any sinking fund date of redeeming at $25 per share 
an additional like number of shares, and with the option 
to credit against any sinking fund requirement the 
shares of preferred stock theretofore purchased or 
otherwise acquired by |l&M. 


It is stated that |1&M will decide upon the necessity for a 
sinking fund at a subsequent date and notify 
prospective bidders of its decision by telegram reason- 
ably in advance of, but not less than 72 hours prior to, 
the bidding date. 


AEP proposes, prior to or concurrently with the sale of 
the preferred stock, to make one or more cash capital 
contributions aggregating $39,000,000 to |&M. The 
making of $19,000,000 of cash capital contributions has 
been previously authorized by this Commission (HCAR 
No. 19597). Authorization is sought for the remaining 
$20,000,000 of cash capital contributions. It is stated 
that the preferred stock will not be issued and sold 
unless, prior to such sale, |1&M shall have received from 
AEP one or more cash capital contributions aggregating 
$39,000,000. 


It is proposed that the proceeds from the sale of the 
preferred stock will be applied, within ninety days after 
such sale, to the payment of a like principal amount of 
unsecured short-term debt of 1|&M. As of March 16, 
1977, |@M had $157,984,000 principal amount of un- 
secured short-term debt outstanding, and it is 
anticipated that at the time of sale of the preferred 
stock, and following the receipt of the cash capital 
contributions, not less than $100,000,000 principal 
amount of unsecured short-term debt will be out- 
standing. It is proposed that the proceeds from the cash 
capital contribution or contributions from AEP will be 
applied by 1&M, together with other funds available to 
it, to the payment of unsecured short-term debt and for 
construction. |&M states that its construction program 
for 1977 is estimated at $143,750,000 (exclusive of 
construction costs of approximately $85,200,000 of its 
generating subsidiary). 


The Public Service Commission of Indiana and the 
Michigan Public Service Commission have authorized 
the proposed transactions and no. other state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. The fees and expenses to be incurred in 
connection with the proposed transactions are 
estimated at $130,200, including legal fees of $29,500. 
Fees of counsel for the underwriters, to be paid by the 
successful bidders, are estimated at $17,500. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19976), and no 
hearing has been requested of ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors and 
consumers that said application-declaration, as 
amended, be granted and permitted to become 
effective: 
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IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rules 24 and 50 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 20021/May 9, 1977 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 


(70-5854) 


SUPPLEMENTAL ORDER AUTHORIZING SALE OF 
POLLUTION CONTROL REVENUE BONDS PUR- 
SUANT TO AGREEMENT WITH CITY; AND RELEAS- 
ING JURISDICTION AS TO TERMS, FEES, AND 
EXPENSES IN CONNECTION THEREWITH 


Indiana & Michigan Electric Company (“I&M’’), an 
electric utility subsidiary company of American Electric 
Power Company, Inc., a registered holding company, 
has filed an additional post-effective amendment to an 
application-declaration previously filed with this Com- 
mission pursuant to Sections 9(a), 10 and 12(d) of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) and 
Rule 44(b)(3) promulgated thereunder regarding the 
following proposed transaction. 


1&M has stated that in order to comply with prescribed 
environmental quality control standards of the State of 
Indiana it has been and will be necessary to construct 
certain high efficiency electrostatic precipitators (‘‘Pro- 


ject’) for particulate emission control and related 
facilities at its Tanners Creek Plant. By resolution of 
October 15, 1973, the City of Lawrenceburg, Indiana 
(‘‘City’’), determined that it would authorize and issue 
one or more series of its pollution control revenue bonds 
(“Revenue Bonds’”’) to finance the cost of engineering, 
design, acquisition, and construction of the Project and 
to reimburse or repay 1&M in connection with |&M’s 
expenditures relating to the Project. 
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l&M has entered into an agreement of sale (‘‘Agree- 
ment’’) with the City whereby the City will construct 
and equip the Project. To finance the Project, the City 
has issued Revenue Bonds in an initial principal amount 
of $25,000,000 (‘’Series A Bonds’), (HCAR No. 19620, 
July 21, 1976), and will issue additional Revenue Bonds 
in principal amounts presently estimated not to exceed 
$71,000,000 to cover construction costs of the Project. 
The City also entered into an indenture dated July 1, 
1976 (‘‘Indenture’’) with Lincoln National Bank and 
Trust Company of Fort Wayne, Indiana as trustee 
(‘‘Trustee”’). 


The Agreement provides for the sale of the Project to 
|&M, the payment by |&M of the purchase price of the 
Project in semi-annual installments over a term of years, 
and the assignment and pledge to the Indenture Trustee 
of the City’s interest in, and of the monies receivable by 
the City under, the Agreement. 


The Agreement provides that each installment of the 
purchase price for the Project payable by |&M will be in 
such an amount (together with other monies held by the 
Trustee under the Indenture for that purpose) as will 
enable the City to pay, when due, (i) the interest on the 
Revenue Bonds, any additional bonds and any re- 
funding bonds, (ii) the principal amount of the Revenue 
Bonds, any additional bonds and any refunding bonds 
payable at the time of their respective stated maturities 
and (iii) amounts, including any accrued interest, 
payable in connection with any mandatory redemption 
of the Revenue Bonds, any additional bonds or any 
refunding bonds. The Agreement also obligates |&M to 
pay the fees and charges of the Trustee, as well as 
certain administrative expenses of the City. The 
Agreement further provides that |&M may prepay the 
purchase price of the Project (i) by paying, under certain 
conditions, amounts sufficient to redeem all the 
Revenue Bonds then outstanding and all other amounts 
payable under the Indenture or (ii) at any time by 
depositing in the Indenture’s Bond Fund or delivering to 
the Trustee amounts sufficient to provide for the release 
of the indenture. Upon prepayment, I&M may 
terminate the Agreement. 


The Agreement and Indenture provide for the authoriza- 
tion and issuance by the City upon the request of |&M 
of additional Bonds sufficient to cover the cost of con- 
struction. In the Commission’s order of July 21, 1976, 
jurisdiction was reserved over the issuance and sale of 
additional series of Revenue Bonds under the Agree- 
ment between I&M and the City. Pursuant to that re- 
servation of jurisdiction, |&M filed its first post-effective 
amendment, in which it was contemplated that an 
additional series of Revenue Bonds (the ‘Series B 
Bonds”) in an amount of $30,000,000 would be issued 
by the City. A Commission order of March 23, 1977 
(HCAR No. 19953) authorized this issuance, reserving 
jurisdiction over fees, expenses, and terms, and with 





respect to the issue and sale of additional Revenue 
Bonds under the Agreement. 


By a second post-effective amendment filed May 6, 
1977, |&M states that the City’s Economic Development 
Commission has adopted an enabling resolution which 
would permit the City to issue up to $40,000,000 of 
Series B Bonds. It is anticipated that the Series B 
Bonds, in the aggregate principal amount of up to 
$40,000,000, will be issued by the City pursuant to the 
Indenture and a First Supplemental Indenture of Trust 
between the City and the Trustee (‘‘Supplemental 
Indenture’) which will provide that the proceeds of the 
sale of the Series B Bonds will be deposited by the City 
with the Trustee and applied to payment of the cost of 
construction of the Project, which will include re- 
imbursement of I&M for amounts it has previously 
expended, or will expend, to pay the cost of con- 
struction. |&M has expended about $65,000,000 for the 
Project as of March 21, 1977. |&M expects that at least 
$39,020,000 of the proceeds of the Series B Bonds will 
be deposited in the construction fund pursuant to the 
Agreement. 


It is contemplated that the Series B Bonds will be sold 
by the City pursuant to arrangements with a group of 
underwriters represented by E.F. Hutton & Company, 
Inc. f 


Substantially all of the proceeds of the Series B Bond 
will accordingly be disbursed to |!&M. These funds will 
be used in connection with I&M’s_ construction 
program. The estimated costs of |!&M’s construction 
program for 1977 is $158,800,000, exclusive of con- 
struction costs of I&M’s wholly owned subsidiary, 
Indiana & Michigan Power Company. Said costs for this 
subsidiary are estimated at $74,300,000 for 1977. 


The Series B Bonds will bear interest at the rate of 7% 
per annum and will be sold to the underwriters at an 
aggregate discount of 2.45% of their principal amount. 
While |&M will not be a party to the underwriting 
arrangements for the Revenue Bonds, the Agreement 
provides that the terms of the Revenue Bonds and their 
sale by the City shall be satisfactory to |&M. 


1&M has been advised that the annual interest rates on 
obligations, interest on which is tax exempt, historically 
have been and can be expected at the time of issue of 
the Revenue Bonds to be 1 % % to 22% lower than the 
rates on obligations of like tenor and comparable 
quality, interest on which is fully subject to the federal 
income tax. 


The Series B Bonds will be dated on or about the first 
day of the month in which they are issued, will bear 
interest semi-annually and will mature 29 years from the 
date of their issuance. The Series B Bonds will not be 
redeemable at the option of the City within 10 years 


from their issue date except under certain circum- 
stances. The Series B Bonds will be subject to 
mandatory redemption under the circumstances 
specified in the Supplemental Indenture, and will be on 
a parity with and secured in the same manner as the 
Series A Bonds. 


The fees, commissions and expenses to be paid or 
incurred directly or indirectly by I&M are estimated at 
$40,000, including legal fees of $30,000. The Michigan 
Pubic Service Commission and The Public Service 
Commission of Indiana have authorized the proposed 
transaction to the extent of their respective jurisdiction 
over said transaction. No other state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said application-declaration, as 
amended by said second post-effective amendment, be 
granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said second post-effective 
amendment, be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act and that the jurisdiction with respect to the fees, 
expenses and terms of sale of the present proposal be, 
and it hereby is, released. 


IT 1S FURTHER ORDERED, that jurisdiction be, and it 
hereby is, reserved with respect to the terms of sale of 
the Project as those terms are affected by the issue and 
sale of additional Revenue Bonds under the 
Agreements. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
a No. 20022/May 10, 1977 

In the Matter of 

OHIO EDISON COMPANY 
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47 North Main Street 
Akron, Ohio 44308 


(70-6008) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE BID- 
DING AND THE ISSUANCE OF BONDS FOR SINKING 
FUND PURPOSES 


NOTICE IS HEREBY GIVEN that the Ohio Edison 
Company (‘‘Ohio Edison’’), a registered holding com- 
pany, has filed a declaration with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (‘‘Act’’), designating Sections 6(a) and 7 of the 
Act and Rule 50 promulgated thereunder as applicable 
to the following proposed transactions. All interested 
persons are referred to the declaration, which is 
summarized below, for a complete statement of the 
proposed transactions. 


Ohio Edison proposes to issue and sell at competitive 
bidding up to $75,000,000 principal amount of its First 
Mortgage Bonds (‘‘new bonds”’), in one or more series, 
each series to mature in not less than 5 nor more than 30 
years. The price, which will not be less than 100% 
(unless Ohio Edison shall authorize a lower percentage, 
not less than 99%) nor more than 102-% % of the 
principal amount thereof and accrued interest, and the 
interest rate (which will be multiple of 1/8 of 1%) will be 
determined by competitive bidding. 


The new bonds are proposed to be issued under the 
Ohio Edison Indenture dated as of August 1, 1930, to 
Bankers Trust Company, as Trustee, as heretofore 
amended and supplemented and as proposed to be 
amended and supplemented by a Twenty-sixth Supple- 
mental Indenture to be dated as of the fifteenth day of 
the month in which the new bonds are issued. 


The proceeds from the sale of the new bonds are.to 
provide funds for the repayment in part of unsecured 
short-term debt (estimated to amount to $30,000,000 at 
the time of such issue) and to provide funds for its 
construction program which is estimated at 
approximately $357,000,000 for 1977. 


By order dated November 24, 1976 (HCAR No. 19774), 
this Commission, among other things, authorized Ohio 
Edison to issue during 1977 an aggregate amount of 
$12,285,000 principal amount of its First Mortgage 
Bonds, 3%% Series of 1955, due 1985, in connection 
with the withdrawal of sinking fund deposits to be made 
during 1977. These bonds were to be issued on the 
basis of unfunded property additions. 


The estimate of $12,285,000 did not reflect the issuance 
of the new bonds, which issuance will increase the 


sinking fund deposit required on or before November 1, 
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1977, by up to $510,000. 


Ohio Edison now also proposes to issue on or about 
November 1, 1977, a total of $510,000 principal amount 
of First Mortgage Bonds, 3 % % Series of 1955 due 1985 
(‘‘additional sinking fund bonds’’), in addition to the 
$12,285,000 principal amount of bonds previously 
authorized. The bonds will be issued under the 
indenture of Ohio Edison to Bankers Trust Company, 
Trustee, as amended and supplemented. The additional 
sinking fund bonds are to be of the series provided for 
by the Twelfth Supplemental Indenture dated as of May 
1, 1955, and will be identical with those previously 
authorized. The cash to be withdrawn from the Trustee 
will be included in Ohio Edison’s general funds. 


The fees and expenses to be incurred by Ohio Edison in 
connection with the issue of additional sinking fund 
bonds are estimated at $1,100, including legal fees of 
$1,000. The fees and expenses to be incurred in 
connection with the proposed issue and sale of the new 
bonds and the fees and expenses of counsel for the 
underwriters, to be paid by the successful bidders, will 
be supplied by amendment. It is stated that the Public 
Utilities Commission of Ohio has jurisdiction over the 
proposed transactions and that no other state com- 
mission and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 6, 1977, request in writing that 
a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues 
of fact or law raised by the declaration which he desires 
to controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon the declarant at the above- 
stated address, and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the 
declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 





George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 20023/May 10, 1977 


SEE 


SECURITIES ACT OF 1933 
Rel. No. 5826/May 10, 1977 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 20024/May 10, 1977 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


CNG COAL COMPANY 

CNG DEVELOPMENT COMPANY LTD. 

CNG PRODUCING COMPANY 

CNG RESEARCH COMPANY 

CONSOLIDATED GAS SUPPLY CORPORATION 

CONSOLIDATED NATURAL GAS SERVICE 
COMPANY, INC. 

CONSOLIDATED SYSTEM LNG COMPANY 

THE EAST OHIO GAS COMPANY 

THE PEOPLES NATURAL GAS COMPANY 

THE RIVER GAS COMPANY 

WEST OHIO GAS COMPANY 


(70-6005) 


NOTICE OF PROPOSED INTRASYSTEM FINANCING, 
ISSUANCE AND SALE OF COMMERCIAL. PAPER 
AND SHORT-TERM NOTES TO BANKS BY HOLDING, 
COMPANY, AND EXEMPTION FROM COMPETITIV'E 
BIDDING 


NOTICE IS HEREBY GIVEN that Consolidated Nattural 
Gas Company (‘’Consolidated’’), a registered holciing 
company, and certain of its subsidiary compainies, (SNG 
Coal Company (‘‘Coal Company’’), CNG Develop'ment 
Company Ltd., Cng Producing Company (‘Producing 
Company”), CNG Research Company (’‘Ressearch 


Company”), Consolidated Gas Supply Corporation 
(‘Gas Supply’’),, Consolidated Natural Gas Service 
Company, Inc. (‘Service Company’’), Consolidated 
System LNG Company (“‘l_NG Company’’), The East 
Ohio Gas Company (‘East Ohio’’), The Peoples Natural 
Gas Company (‘’Peoples’’), The River Gas Company 
(‘‘River’’), and VWvest Ohio Gas Company (‘‘West Ohio’’) 
have filed an. application-declaration with this 
Commission piursuant to the Public Utility Holding 
Company Act of 1935 (‘Act’), designating Sections 
6(a), 6(b), 7, 99a), 10, 12(b), and 12(f) of the Act and 
Rules 43, 45, and 50(a)(5) promulgated thereunder as 
applicable to the propased transactions. All interested 
persons are referred to the application-declaration, 
which is summarized 'oelow, for a complete statement 
of the proposed transsactions. 


Consolidated proposes, from time to time during 1977, 
to make losans aggregating up to $79,000,000 to five 
subsidiary ‘companies in the amounts set forth in the 
table below, primarily for the purpose of partially 
financing their 1977 capital expenditures. Capital ex- 
pendituress for all of Consolidated’s subsidiaries are 
estimated. at $2°36,400,000 in 1977. The loans will be 
evidencerd by nonnegotiable, long-term notes proposed 
to be issuied by the respective subsidiary companies and 
proposeid to be acquired by Consolidated. The notes 
will bea'r interest at a rate substantially equal to the 
effective: cost. of money to Consolidated in respect of its 
issuance anci sale of $75,000,000 principal amount of 
debentures scheduled for June 1977 (File No. 70-6004) 
and will be payable from 1982 through 1997 in 
approxima'tely equal annual principal amcunts. 


Prior to c.ompletion of said debenture financing in 1977 
by Cons‘olidated, the foregoing loans to said subsidiary 
compariies for 1977 capital expenditures ($74,500,000) 
will be in the form of open account advances, payable 
on or before December 31, 1977, with interest at the 
prime; commercial rate (presently 6.25%) in effect from 
time to time at The Chase Manhattan Bank, N.A. 
(‘‘Chaase Manhattan’’), with a retroactive adjustment of 
the interest rate on the advances to conform with the 
eff ective cost of money to Consolidated through the 
stile of its debentures. Following the debenture 
financing by Consolidated, the interim open account 
advances to subsidiary companies, to the extent made 
at that time, will be converted into long-term notes of 
such subsidiary companies, and, thereafter, loans to 
subsidiary companies in 1977 for capital expenditures 
will be evidenced by the aforesaid long-term notes of 
such subsidiary companies. 


Consolidated also proposes to issue and sell up to 
$100,000,000 of short-term notes to a group of banks 
during 1977. Such notes will bear interest at the prime 
commercial rate in effect from time to time at Chase 
Manhattan. Prepayments may be made in whole or in 
part, from time to time, upon five days’ notice without 
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penalty or premium. There? will be no closing or related 
-harges or commitment fee, and the riotes will mature 
not more than twelve months from the date of the first 
borrowing. No compensating balance requirements will 
be imposed. The averacie of deposits regularly 
maintained by the Consolidated companies is in the 
participating banks for normal operating purposes 
amounted to approximately $.25,500,000) for 1976. It is 
stated that based on a requirement of 10% of the 
proposed credit line and 10% of averacje borrowings 
thereunder, the average compensating beilances would 
have amounted to approximately $14,901),000 for the 
year 1976. 


Consolidated proposes to use the proceeds from said 
bank borrowings to make open account ad vances to its 
subsidiary companies aggregating up to $ 100,000,000 
for gas storage inventories, payable as gas is; withdrawn 


and sold during the 1977-78 heating season. The 
advances to subsidiary companies will bear interest at 
the same rate as the related bank borrowings by Con- 
solidated and will be made in amounts as set forth in the 
table below. Also shown on the following table are 
$37,000,000 of open account advances which 
Consolidated proposes to make from time to time up to 
May 31, 1978, to subsidiary companies for working 
capital requirements from part of the proceeds of Con- 
solidated’s proposed issuance and sale (described 
hereinafter) of up to $50,000,000 of commercial paper 
and/or notes to a bank. These advances will be repaid 
not more than one year from the date of the first 
advance to each subsidiary with interest at substantially 
the same effective rate as incurred by Consolidated on 
the related commercial paper sale and/or bank 
borrowings. 





Subsidiary Company Long-te rm Notes 


Advances for 
Seasonal Increase in Gas 
Storage Inventories 


Advances for Working 
Capital Requirements 











$34,000,000 
6,009,000 
34,000,000 
4,300 ,000 
700 ,000 


Producing Company 
Gas Supply 

LNG Company 

East Ohio 

Peoples 

River 

West Ohio 

Coal Company 
Research Company 
Service Company 











. 2s 
67,000,000 


$ 5,600,000 

11,500,000 
21,000,000 
12,000,000 


9,000,000 
7,600,000 
600,000 
1,600,000 
300,000 
300,000 
500,000 


$37,000,000 




















Consolidated further proposes to acquire, and the subsidiary companies set forth below propose to issue and 
sell to Consolidated from time to time during 1977, capital stock up to the following amounts at the 


par value thereof: 





Coal Company 
Producing Company 
Research Company 
Gas Supply 

LNG Company 
River 


Total Total 


Number of Shares 


Aggregate Par Value 





115',000 ($100 par) 
210, 000 ($100 par) 


30,000 ($100 par) 
414,000 ($1:00 par) 
1.7,000 ($1190 par) 


$ 3,000,000 
4,400,000 
1,700,000 

11,500,000 
21,000,000 
400,000 


$42,000,000 


4,:900 ($100 par) 
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The proceeds derived from the proposed sale of stock 
will be used to finance, in part, the subsidiaries’ 1977 
capital expenditures. The purchase of said capital stock 
by Consolidated will be made principally with funds 
from internal cash generation, and from the sale of 
common stock pursuant to its stockholder and 
employee stock plans. The authorized capital stock of 
Gas Supply, LNG Company, and River is not sufficient 
to cover the additional shares they propose to issue. 
Therefore, in order to accommodate the proposed 
transactions and to provide for future issues, Gas 
Supply proposes to amend its certificate of incorpora- 
tion and increase the number of its authorized shares 
from 1,700,000 to 2,000,000, LNG Company from 
750,00 to 1,000,000, and River from 20,000 to 24,000. 


As indicated above, Consolidated proposes to issue and 
sell commercial paper, in the form of short-term 
promissory notes payable to bearer, in the aggregate 
face amount not to exceed $50,000,000 outstanding at 
any one time to a dealer in commercial paper from time 
to time up to May 31, 1978. The commercial paper will 
have varying maturities of not more than 270 days after 
the date of issue and will be issued and sold in varying 
denominations of not less than $50,000 and not more 
than $5,000,000 directly to the dealer at a discount 
which will not be in excess of the discount rate per 
annum prevailing at the date of issuance for commercial 
paper of comparable quality and like maturities. Con- 


solidated proposes to sell commercial paper only so 
long as the effective interest cost for such commercial 
paper does not exceed the equivalent cost of borrowing 
from a commercial bank on the date of sale. 


No commission or fee wil! be payable by Consolidated in 
connection with the issue and sale of such commercial 
paper notes. The dealer, as principal, will reoffer such 
notes at a discount not to exceed one-eighth of one 
percent per annum less than the prevailing discount rate 
to Consolidated. Such notes will be reoffered to not 
more than 200 identified and designated customers on a 
list (nonpublic) prepared in advance by the dealer and 
furnished to the Commission. It is anticipated that the 
commercial paper will be held by customers to maturity; 
however, if any commercial paper is repurchased by the 
dealer pursuant to a repurchase agreement, such paper 
will be reoffered only to others in the group of 200 
customers. The issuance and sale of commercial paper 
is to provide $37,000,000 for working capital advances 
to subsidiary companies, and the balance of 
$13,000,000 is for working capital and contingent 
requirements of Consolidated during the year. 


Consolidated propose, to the extent that it becomes 
impracticable to issue such commercial paper, to 
borrow, repay, and reborrow from Chase Manhattan, 
from time to time up to May 31, 1978, an aggregate 
principal amount not to exceed $50,000,000 
outstanding at any one time, at the prime commercial 


rate of interest in effect on the date of each borrowing, 
upon the promissory note or notes of Consolidated 
having a maturity date not more than 90 days from the 
date of each borrowing, and with the right of 
prepayment, in whole or in part at any time or from time 
to time, without prior notice and without premium. The 
amount of commercial paper notes and said notes, if 
any, payable to Chase Manhattan will not collectively 
exceed $50,000,000 outstanding at any one time. There 
will be no closing or related charges and no commit- 
ment fee with respect to such bank loans, nor will there 
be any compensating-balance requirements. 


Consolidated requests that, for the period commencing 
upon the date of the granting of this application- 
declaration and ending May 31, 1978, an exemption be 
allowed from the provisions of Section 6(a) of the Act 
pursuant to the first sentence of Section 6(b), relating 
to the issuance and sale of short-term notes, by 
increasing the 5% limitation on such notes to a 
maximum of 6% in order to permit Consolidated to have 
outstanding at any one time up to $50,000,000 principal 
amount of short-term notes during such period as 
proposed herein. 


Consolidated requests excepticn from the competitive 
bidding requirements of Rule 50 with respect to the sale 
of commercial paper on the grounds that such com- 
mercial paper will have maturities of nine months or 
less, that current rates for commercial paper for prime 
borrowers, such as Consolidated, are published daily in 
financial publications, and that it is not practical to 
invite competitive bids for commercial paper. 
Consolidated also proposes that the Rule 24 certificates 
of notification regarding the issuance and sale of the 
commercial paper and all subsidiary company 
financings be filed on a quarterly basis. 


It is stated that CNG Development Company Ltd. had 
no new financing requirements for 1977 at the time of 
filing and that if such requirements should arise, an 
amendment to that effect will be filed as part of this 
proceeding. 


The application-declaration states that the Public 
Service Commission of West Virginia has jurisdiction 
over the proposed long-term and short-term borrowings 
and stock issuances of Gas Supply; that the Public 
Utilities Commission of Ohio has jurisdiction over the 
long-term borrowings and stock issuance proposed by 
River; and that the Pennsylvania Public Utility 
Commission has jurisdiction over the !ong-term 
borrowings proposed by Peoples. It is further stated 
that no other State or Federal commission, other than 
this Commission, has jurisdiction over the proposed 
transactions. The fees and expenses to be incurred in 
connection with the proposed transactions are 
estimated not to exceed $10,500, including $8,000 for 
the system service company charges, at cost. All of 
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such fees and expenses are to be paid by Consolidated. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 3, 1977, request in writing that 
a hearing be held in respect of such matter, stating the 
nature of his interest, the reasons for such request, and 
the issues of fact or law raised by said application- 
declaration which he desires to controvert; or he may 
request that he be notified should the Commission order 
a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon the 
applicants-declarants at the above-stated address, and 
proof of servie (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. At 
any time after said date, the application-declaration, as 
filed or as it may be amended, may be gratned and 
permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption from 
such rules as provided in Rule 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 


Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 20025/May 12, 1977 


In the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 
260 Cherry Hill Road 
Parsippany, New Jersey 07054 


(70-6011) 


NOTICE OF PROPOSED ISSUE AND SALE OF 
COMMON STOCK BY HOLDING COMPANY 


PURSUANT TO AN UNDERWRITTEN RIGHTS 
OFFERING 


NOTICE IS HEREBY GIVEN that Genera! Public Utilities 
Corporation (‘‘GPU’’), a registered holding company, 


has filed a declaration with this Commission pursuant to 


400/SEC DOCKET 


the Public Utility Holding Company Act of 1935 
(‘‘Act’’), designating Sections 6(a), 7 and 12(c) of the 
Act and Rules 42 and 50 promulgated thereunder as 
applicable to the proposed transaction. All interested 
persons are referred to the declaration, which is 
summarized below, for a complete statement of the 
proposed transaction. 


GPU proposes to offer up to 3,770,000 authorized but 
unissued shares of its common stock for subscription by 
the holders of its outstanding shares of common stock 
on the basis of 1 share for each 15 shares of common 
stock held on the record date. The record date will be 
June 30, 1977, or such later date as GPU’s registration 
statement under the Securities Act of 1933 may become 
effective. The subscription price, to be determined by 
GPU at about 4:15 p.m. on the day preceding the 
anticipated record date, will not be more than 100% and 
not less than 85% of the closing price of GPU common 
stock on the Consolidated Tape on the day prior to the 
to the record date. The subscription offer will expire 
July 22, 1977, unless the record date should be later 
than June 30, 1977, in which event the expiration date 
will be specified by amendment. 


In connection with the subscription rights offering, GPU 
anticipates that it may effect stabilizing transactions in 
order to maintain the market price of its common stock 
at a level above that which might otherwise prevail in 
the open market. GPU states that it acquire no more 
than 300,000 shares of its common stock pursuant to 
these stabilizing activities. The aggregate of the shares 
of common stock offered pursuant to the subscription 
offer, including the shares, if any, purchased by GPU in 
connection with such stabilizing activities, are 
hereinafter referred to as ‘‘additional common stock”’. 


Rights to subscribe to the additional common stock will 
be evidenced by transferable subscription warrants 
which will be issued to all record holders of GPU 
common stock as promptly as practicable after the 
record date. No fractional shares will be issued; 
however, any holder with more than 15 shares, but not 
an exact multiple thereof, may purchase, at the sub- 
scription price, one extra share of additional common 
stock. A stockholder with less than 15 shares of 
common stock will be entitled to purchase, at the sub- 
scription price, one full share of additional common 
stock. 


In addition, each holder of a warrant or warrants who 
exercises such warrant or warrants in full will be given 
the privilege of subscribing, subject to allotment, at the 
same subscription price, for unsubscribed shares of 
additional common stock (‘‘over-subscription priv- 
ilege’’). GPU proposes to take such action as is 
appropriate to effect the admission for trading of the 
subscription rights on the New York Stock Exchange. 








GPU does not propose to mail warrants to stockholders 
whose registered addresses are outside the United 
States, Bermuda, Canada and Mexico. To the extent 
that GPU does not receive instructions from such stock- 
holders to exercise their warrants, the rights evidenced 
by such warrants may be sold by Hartford National 
Bank and Trust Company, the subscription agent, for 
the account of such stockholders. 


GPU further proposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50 under the 
Act, such of the shares of the additional common stock 
as are not purchased pursuant to the subscription offer. 
The subscription price, which will also be the price to be 
paid by the successful bidder or bidders, will be set by 
GPU at least 45 minutes before the time of submitting 
bids. GPU will pay the underwriters for their commit- 
ments and obligations a fixed sum, to be supplied by 
amendment, plus an amount per share to be specified in 
the bid for each unsubscribed share purchased and for 
each share purchased by underwriters upon the 
exercise of rights purchased (but excluding any 
additional common stock purchased pursuant to the 
over-subscription privilege). 


It is stated that the net proceeds of the sale of additional 
common stock will be applied by GPU to repay at or 
before maturity all or a portion of GPU’s short-term in- 
debtedness incurred to make additional investments in 
subsidiaries, to make additional investments in sub- 
sidiaries, and/or to reimburse its treasury for prior 
investments in its subsidiaries. 


Fees and expenses to be incurred in connection with the 
proposed transaction will be supplied by amendment. It 
is stated that no state commission and no federal 
commission, other than this Commission, has jurisdic- 
tion over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 7, 1977, request in writing that 
a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues 
of fact or law raised by said declaration which he desires 
to controvert; or he may request that he be notified if 
the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. 


A copy of such request should be served personally or 
by mail upon the declarant at the above-stated address, 
and proof of service (by affidavit or, in case of an 
attorney-at-law, by certificate) should be filed with the 
request. At any time after said date, the declaration, as 
filed or as it may be amended, may be permitted to 
become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 
the Commission may grant exemption from such rules 





as provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9756/May 6, 1977 


In the Matter of 


NOMURA CAPITAL FUND OF JAPAN, INC. 
100 VVall Street 
New York, New York 10004 


(812-4031) 


NOTICE OF APPLICATION PURSUANT TO SEC- 
TIONS 6(c) AND 10(f) OF THE ACT FOR AN ORDER 
EXEMPTING PROPOSED TRANSACTIONS FROM 
THE PROVISIONS OF SECTION 10(f) CF THE ACT. 


NOTICE IS HEREBY GIVEN that Nomura Capital Fund 
of Japan, Inc. (‘‘Applicant’’), a Maryland corporation 
registered as a diversified open-end management 
investment company under the Investment Company 
Act of 1940 (‘‘Act’’), filed an application on September 
20, 1976, and amendments thereto on January 13, 
1977, and March 4, 1977, for an order, pursuant to 
Sections 6(c) and 10(f) of the Act, exempting from the 
provisions of Section 10(f) of the Act Applicant’s 
proposed purchases of equity securities in Japan at a 
(discount from market prices in public offerings in which 
persons affiliated with Applicant’s investment advisers 
participate as principal underwriters. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicant states that it was incorporated on August 5, 
1976; that it has registered its shares on Form S-5 under 
the Securities Act of 1933 (‘’1933 Act’’); and that it 
completed an initial public offering of such shares on 
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October 20, 1976, by selling 3,165,529 shares for 
aggregate net proceeds of $29,439,419.70. Applicant 
states further that its investment objective is long-term 
capital appreciation, primarily through investment in 
equity securities of Japanese corporations; that, under 
normal conditions, it expects to invest at least 80% of 
its assets in Japanese corporate securities; and that it 
contemplates that a substantial percentage (normally 
80% or more) of the investments will be made directly in 
the Japanese markets. According to the application, 
shares of the Applicant will be sold primarily to United 
States investors. 


The application states that the Nomura Securities Co., 
Ltd. (‘‘Nomura Japan’’), a Japanese corporation 
organized in 1925, is the largest securities firm in Japan 
and conducts a diversified securities business including, 
among other things, acting as a broker and dealer in 
corporate and government securities and engaging in 
securities research. Applicant states that Nomura Japan 
participates as an underwriter in a substantial number of 
public offerings in Japan. Applicant states further that 
Nomura Securities International, Inc., a New York 
corporation and 95%-owned subsidiary of Nomura 
Japan, acts as its principal underwriter in the 
continuous offering of its shares, and that Nomura 
Capital Management, inc., a wholly-owned subsidiary 
of Nomura Securities International, Inc., serves as its 
investment adviser. According to the application, 
Nomura Research Institute, a Japanese corporaition, 
wholly-owned by Nomura Japan, also serves as invest- 
ment adviser to the Applicant, pursuant to an agree- 
ment with Nomura Capital Management, Inc. Applicant 
submits that, in view of the foregoing, its investment 
advisers are “affiliated persons’’ of Nomura Japari for 
purposes of the Act. 


Section 10(f) of the Act provides, in part, that no 
registered investment company shall knowingly 
purchase or otherwise acquire, during the existence of 
any underwriting or selling syndicate, any security a 
principal underwriter of which is an investment adviser 
of such registered company, or is a person of which any 
such investment adviser is an affiliated person. 


Rule 10f-3 promulgated under the Act exempts a trans‘- 
action from the provisions of Section 10(f) if certain 
enumerated conditions are met. One such condition is 
that the securities to be purchased are part of an issue: 
effectively registered under the 1933 Act. Applicant 
asserts that, in Japan, underwritten public offerings of 
common stocks are made at discounts (typically up to 
10%) from current market prices, but that such 
securities are not registered under the 1933 Act and 
that, therefore, Applicant will be unable to purchase 
securities in such offerings where Nomura Japan or any 
of its affiliates participates as a principal underwriter. 
Applicant, therefore, seeks an order exempting from 
the provisions of Section 10(f) its purchase of common 
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stock in public offerings in Japan in which Nomura 
Japan or any of its affiliates participates as a principal 
underwriter, on the condition that (1) any common 
stocks purchased in such offerings are registered under 
that country’s Securities Exchange Law of 1948 
(‘Japanese Act’’); (2) such offerings are at a discount 
from the market price; and (3) with the exception of the 
aforementioned requirement of registration under the 
1933 Act, all conditions of Rule 10f-3 are satisfied. 


According to the application, the exemption sought 
would substitute the registration provisions of the 
Japanese Act for those of the 1933 Act. Applicant 
asserts that the Japanese Acct is the basic securities law 
of Japan; that the Japanese Act was based upon the 
1933 Act and the Securities Exchange Act of 1934; and 
that certain of the Japanese Act's provisions, including 
those relating to the registration of securities, closely 
parallel the provisions of the 1933 Act and the Securities 
Exchange Act of 1934. According to the application, 
under the Japanese Act, a public offering of securities 
may not lawfully be made unless a registration state- 
ment is in effect. Applicant states that such registration 
statements must be reviewed by the Japanese Ministry 
of Finance and will not become effective if the Ministry 
of Finance finds that full disclosure has not been made, 
and that no solicitations, either oral or by means of a 
prospectus, are permitted until the registration 
statement has become effective. 


Applicant states that the commitments of underwriters 
in Japanese common stock offerings are firm and that 
the obligations of the various underwriters are several 
and not joint. In the underwriting agreement, each 
underwriter is obligated to purchase shares from the 
issuer at a fixed price (negotiated by the issuer and the 
underwriters); the issuer receives proceeds based on 
this net price regardless of the marketing results of the 
underwriting group. 


Applicant states further that, in common_ stock 
offerings in Japan, underwriters offer the securities to 
the public at a public offering price disclosed in the 
prospectus, and that any discount from prevailing 
market prices is determined by the issue and the 
underwriters based upon marketing considerations and 
is subject to administrative guidance from the Japanese 
Ministry of Finance. Applicant asserts that such public 
offering price is fixed and does not change during the 
offering period. 


Rule 10f-3(g), as here pertinent, provides that the 
purchase of securities pursuant to Rule 10f-3 shall have 
been authorized by a resolution of the board of directors 
of the registered investment company concerned, or of 
an executive committee composed of at least three 
members of such board, which resolution shall state 
that in the judgment of the board or committee, the 
purchase proposed will meet all substantive require- 








ments of Rule 10f-3, and which authorization shall have 
been supported by the vote of not less than a majority 
(consisting of at least three persons) of the board or 
committee who were not affiliated persons of any 
principal underwriter of the issue offered. Applicant 
represents that it will submit any proposed purchase of 
securities that would be permitted by the order sought 
herein to its Board of Directors, or to a committee 
thereof consisting of at least three members of the 
Board who are not affiliated persons of any principal 
underwriter of the issue being offered, at least two of 
whom must be fluent in the Japanese language. 
Applicant states that those committee members fluent 
in Japanese will be supplied with the Japanese 
prospectus used pursuant to the Japanese Act and with 
such further information as such members deem 
necessary to make the necessary determination under 
Rule 10f-3(g), and that any member of the committee 
not fluent in Japanese will be supplied with such in- 
formation in English sufficient to make such determina- 
tion. Applicant asserts that, for the purposes of Rule 
10f-3, registration under the Japanese Act is the 
substantial equivalent of effective registration under the 
1933 Act. Applicant further submits that, given the 
significant role of Nomura Japan in underwritten public 
offerings in Japan, its shareholders will be prejudiced in 
the absence of such relief since it will be precluded from 
purchasing equity securities at a discount in public 
offerings where Nomura Japan or any of its affiliates 
participates as a principal underwriter. 


Applicant states that, due to the uncertainty of the 
evolving law in the United States with respect to the 
recapture of underwriting commissions from affiliated 
underwriters and the questions raised under Japanese 
law by this issue, it undertakes to investigate the extent 
to which underwriting commissions may be recaptured 
under Japanese law. Apllicant represents further that it 
will keep its independent directors completely informed 
of the available alternatives with respect to such 
recapture. Applicant undertakes further to take such 
steps as may be necessary to seek to implement any 
recapture, including the filing of applications for 
exemptions under the Act, if the independent directors 
should determine that recapture of underwriting com- 
missions is in the best interest of Applicant or if 
otherwise required by developments in the law. Finally 
applicant undertakes to file a report with the staff of the 
Commission as to the disposition of this matter by the 
Board of Directors within six months after the granting 
of the order sought herein. 


Section 10(f) of the Act also provides, in part, that the 
Commission, by order upon application, may con- 
ditionally or unconditionally exempt any transaction or 
classes of transactions from any of the provisions of 
that Section, if and to the extent that such provision is 
consistent with the protection of investors. 





Section 6(c) of the Act provides, in part, that the 
Commission, by order upon application, may 
conditionally or unconditionally exempt any person, 
security, or transaction, or any class or classes of 
persons, securities or transactions, from any provision 
of the Act or rule thereunder if and to the extent that 
such exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors 
and the purposed fairly intended by the policy and 
provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 31, 1977, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 
of his interest, the reason for such request, and the 
issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address 
stated above. Proof of such service (by affidavit or, in 
the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9757/May 6, 1977 


In the Matter of 


AXE-HOUGHTON INCOME FUND, INC. 
AXE-HOUGHTON FUND B, INC. 
AXE-HOUGHTON STOCK FUND, INC. 


and 


AXE SECURITIES CORPORATION 
400 Benedict Avenue 
Tarrytown, New York 10591 
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(812-4000) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER OF 
EXEMPTION FROM THE PROVISIONS OF SECTION 
22(d) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Axe-Houghton Income 
Fund, Inc., Axe-Houghton Fund B, Inc. and Axe- 
Houghton Stock Fund, Inc. (the “Funds’’), each of 
which is registered under the Investment Company Act 
of 1940 (the ‘‘Act’) as a diversified, open-end, 
management investment company, and Axe Securities 
Corporation (‘‘Axe Securities’) (collectively ‘‘Applic- 
ants’), the principal underwriter of each of the Funds, 
filed an application on August 2, 1976, and amend- 
ments thereto on November 8, 1976, January 24, 1977, 
and April 18, 1977, pursuant to Section 6(c) of the Act, 
for an order of the Commission exempting Applicants 
from the provisions of Section’ 22(d) of the Act. All 
interested persons are referred to the application on file 
with the Commission for a statement of the representa- 
tions made therein, which are summarized below. 


Section 22(d) of the Act provides, in pertinent part, that 
a registered investment company and _ its principal 
underwriter must sell redeemable securities of the 
investment company only at the current public offering 
price described in the investment company’s 
prospectus. Shares of each of the Funds are currently 
offered to the public at a price based on their net asset 
value plus a sales charge that varies with the quantity of 
securities purchased. The Rules promulgated under 
Section 22(d) permit certain variations in sales load, but 
Applicants state that none of them are applicable to 
their proposed transactions. 


Applicants propose to offer to Fund shareholders, 
subject to the laws and regulations of the state or other 
jurisdiction in question, the privilege of redeeming all or 
part of their investment in a Fund and depositing the 
proceeds in a special savings account (the ‘Savings 
Account’’) to be established with the First Jersey 
National Bank (the ‘‘Bank’’). Amounts continuously on 
deposit in such Savings Account could then be used to 
repurchase shares of any of the Funds without payment 
of a sales charge. 


Applicants state that redemptions of Fund shares for 
deposit to a Savings Account (the ‘Redemption 
Deposit Privilege’) will be at the Fund’s then current net 
asset value. Amounts deposited to Savings Accounts 
pursuant to an exercise of the Redemption Deposit 
Privilege which have remained continuously on deposit 
by the shareholder, plus any interest credited thereon, 
could be reinvested in shares of any of the Funds at the 
then current net asset value of that Fund without paying 
the customary sales charge (the “Savings Reinvestment 
Privilege’). For the purpose of administering the 
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proposed Privileges the Bank will establish a separate 
type of savings account which will be administered by 
its Mutual Fund branch. Deposits to these Savings 
Accounts will consist only of proceeds of redemptions 
of shares pursuant to the exercise of the Redemption 
Deposit Privilege and interest paid on the balance in 
such accounts. Withdrawals will be permitted from 
these Savings Accounts at any time. Depositors will be 
issued a statement rather than a passbook. The 
proposed Privileges are limited insofar as they must be 
exercised in amounts equal to or in excess of $1,000.00. 


The statement for each Savings Account will indicate 
the date of each deposit. When a request for reinvest- 
ment pursuant to the Savings Reinvestment Privilege is 
received, it will be charged against the Savings Account 
on a “‘first in, first out’ basis. If a shareholder withdraws 
money from his Savings Account without reinvesting it 
in one of the Funds, he could not subsequently 
redeposit the money in the Savings Account. 


Amounts on deposit in Savings Accounts will bear 
interest at the same rate, and be subject to the same 
rules and regulations governing all other ‘day of deposit 
to day of withdrawal’ passbook accounts maintained 
with the Bank, except that statements rather than 
passbooks will be issued on the Savings Accounts. The 
rate at which interest on such accounts presently 
accrues is 5% per year, compounded and credited 
monthly. The rules pertaining to such Savings 
Accounts and the interest paid thereon are subject to 
change from time to time in conformity with changes 
made by the Bank for other accounts of the same type. 
The Bank has agreed to perform the services required in 
administering the Redemption Deposit Privilege without 
charge. Axe Securities (the principal underwriter of the 
Funds) or the Bank will have the right to terminate both 
proposed Privileges at any time. 


Forms for use by Fund shareholders desiring to exercise 
a Redemption Deposit Privilege (which concurrently will 
authorize the Bank to open a Savings Account) or a 
Savings Reinvestment Privilege will be available from 
either Axe Securities or the Bank. Prospectuses of the 
Funds will be available from Axe Securities. 


Applicants assert that the purpose of the proposed 
Redemption Deposit Privilege is to give shareholders 
who wish to change the nature of their investment the 
opportunity to transfer their investment in Fund shares 
into an interest bearing account. The proposed Savings 
Reinvestment Privilege will give shareholders who have 
transferred their investment into an interest bearing 
account, the opportunity to reinvest such monies in 
Fund shares without having to pay additional sales 
charges. Applicants state that the Redemption Deposit 
Privilege together with the Savings Reinvestment 
Privilege will encourage Fund shareholders to view their 
Fund shares as long-term investments. 





» Applicants argue that granting the proposed exemption 
will be consistent with the purposes of Section 22(d) of 
the Act in that the proposed Privileges will not dis- 
criminate among investors. They assert that no sales 
charge should be required on such reinvestments 
because no sales effort is involved and no commission 
will be paid to any dealer. Applicants also state that re- 
quiring transfers under both Privileges to be made in 
amounts in excess of $1,000.00 is necessary to reduce 
the possibility that a large number of small new 
accounts will be established which would impose an 
unreasonable record keeping burden on the Funds. 


Section 6(c) of the Act provides, in pertinent part, that 
the Commission may, by order upon application, 
conditionally or unconditionally exempt any person or 
persons from any provisions of the Act or from any rule 
or regulation thereunder, if and to the extent that such 
exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


NOTICE 1S FURTHER GIVEN that any interested person 
may, not later than May 31, 1977, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the application accompanied by a statement as to the 
nature of his interest, the reasons for such request, and 
the issues, if any, of fact or law proposed to be contro- 


verted, or he may request that he be notified if the 
Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address 
stated above. Proof of such service (by affidavit, or in 
the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9758/May 9, 1977 


In the Matter of 


NARRAGANSETT CAPITAL CORPORATION 
40 Westminster Street 
Providence, Rhode Island 02903 


AMTEL, INC. 
40 Westminster Street 
Providence, Rhode Island 02903 


DR. A. T. YU 
MR. ANTHONY PALLADINO 
and 


MR. CHARLES H. RICKER, JR. 
c/o Orba Corporation 

One Gothic Plaza 

Fairfield, New Jersey 07005 


(812-4099) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED TRANSACTION FROM 
SECTION 17(a) AND PURSUANT SECTION 17(d) OF 
THE ACT AND RULE 17d-1 THEREUNDER 
PERMITTING PARTICIPATION IN SAID TRANS- 
ACTION. 


Narragansett Capital Corporation (‘’Narragansett’’), 
registered under the Investment Company Act of 1940 
(the ‘‘Act’’) as a non-diversified, closed-end manage- 
ment investment company, and licensed as a small 
business investment company under the Small Business 
Investment Act of 1958, Amtel, Inc. (““Amtel’’), and Dr. 
A. T. Yu, Mr. Anthony Palladino, and Mr. Charles H. 
Ricker, Jr. (the ‘‘Executive Stockholders’, referred to 
collectively with Narragansett and Amtel as the 
“Applicants’’), filed an application on March 1, 1977, 
and amendments thereto on April 11, 1977 and April 15, 
1977, for an order (1) pursuant to Section 17(d) of the 
Act and Rule 17d-1 thereunder permitting a proposed 
purchase by Amtel of 50% of the outstanding Class A 
Common Stock of Orba Corporation (““Orba’’) from 
Narragansett and 30% of such outstanding stock from 
the Executive Stockholders, and (2) pursuant to Section 
17(b) of the Act exempting from the provisions of 
Section 17(a) of the Act that proposed purchase from 
Narragansett. 


On April 18, 1977, a notice was issued (Investment 
Company Act Release No. 9725) for the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as of 
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course unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has 
not ordered a hearing. 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 
the terms of the proposed purchase of Orba stock from 
Narragansett are reasonable and fair and do not involve 
overreaching on the part of any person concerned and 
that such proposed purchase is consistent with the 
policies of Narragansett and with the general purposes 
of the Act. It is further found that the participation of 
Narragansett in the proposed transaction, on the basis 
proposed, is not less advantageous than that of other 
participants and is consistent with the provisions, 
policies and purposes of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that the proposed 
transaction, involving the proposed purchase by Amtel 
of 50% of the outstanding Class A Common Stock of 
Orba from Narragansett and 30% of such outstanding 
stock from the Executive Stockholders be, and is 
hereby, permitted. 


IT IS FURTHER ORDERED, pursuant to Section 17(b) 
of the Act, that such proposed purchase of Orba stock 
from Narragansett be, and hereby is, exempted from 
the provisions of Section 17(a) of the Act. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9759/May 9, 1977 


In the Matter of 


PUTNAM CONVERTIBLE FUND, INC. 
PUTNAM EQUITIES FUND, INC. 

THE GEORGE PUTNAM FUND OF BOSTON 
THE PUTNAM GROWTH FUND 

THE PUTNAM INCOME FUND, INC. 
PUTNAM INVESTORS FUND, INC. 
PUTNAM TAX EXEMPT INCOME FUND 
PUTNAM VISTA FUND, INC. 

PUTNAM VOYAGER FUND, INC. 
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PUTNAM OPTION INCOME TRUST 


and 


PUTNAM FUND DISTRIBUTORS, INC. 


265 Franklin Street 
Boston, Massachusetts 02110 


(812-4095) 


NOTICE OF FILING OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 6(c) OF THE ACT GRANT- 
ING AN EXEMPTION FROM SECTION 22(d) OF THE 
ACT AND RULE 22d-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that Putnam Convertible 
Fund, Inc., Putnam Equities Fund, Inc., The George 
Putnam Fund of Boston, The Putnam Growth Fund, 
The Putnam Income Fund, Inc., Putnam Investors 
Fund, Inc., Putnam Tax Exempt Income Fund, Putnam 
Vista Fund, Inc., Putnam Voyager Fund Distributors, 
and Putnam Option Income Trust (the ‘Putnam 
Funds’’), and Putnam Fund Distributors, Inc. 
(‘‘Distributors’’), (collectively referred to as ‘‘Applic- 
ants’), have filed an application of February 24, 1977 
and an amendment thereto on April 29, 1977, for an 
order, pursuant to Section 6(c) of the Investment 
Company Act of 1940 (‘‘Act’’), exempting Applicants 
from the provisions of Section 22(d) of the Act and Rule 
22d-1 thereunder to the extent necessary to permit sales 
of the Puntam Funds’ securities at net asset value to 
certain tax qualified employee benefit plans for 
employees of Distributors and its affiliates. All 
interested persons are referred to the application on file 
with the Commission for a statement of the representa- 
tions contained therein, which are summarized below. 


The Putnam Funds are each registered under the Act as 
diversified, open-end investment companies, and are 
organized as Massachusetts corporations or established 
as Massachusetts business trusts. The Putnam Funds, 
other than Putnam Option Income Trust, are currently 
engaged in continuous public offerings of their shares at 
public offering prices equal to net asset value plus a 
sales load which varies with the size of the purchase. 
Distributors acts as principal underwriter for each of the 
Putnam Funds. Putnam Option Income Trust, which 
was recently organized, expects to commence an initial 
public offering of its shares in the near future. 
Applicants also expect to commence a continuous 
offering in shares of Putnam Option Income Trust not 
less than 30 days following the close of its initial public 
offering. Applicants state that Distributors will act as 
principal underwriter for shares of Putnam Option 
Income Trust which will be sold with a sales charge 
equal to that charged by the other Putnam Funds, 





except for Putnam Tax Exempt Income Fund. 


Distributors is a wholly-owned subsidiary of Marsh & 
McLennan Management Company, a holding company 
whose other subsidiaries include The Putnam Manage- 
ment Company, Inc., which serves as investment 
adviser to the Putnam Funds, and Putnam Administra- 
tive Services Company, Inc., the Putnam Funds’ share- 
holder servicing agent. Marsh & McLennan Manage- 
ment Company is a wholly-owned subsidiary of Marsh 
& McLennan Companies, Inc., a publicly owned 
holding company whose principal operating subsidiaries 
are international insurance brokers and employee 
benefit consultants. Marsh & McLennan Companies, 
Inc., and all of its corporate affiliates, including any 
acquired or formed subsequent to the date of the 
application, are hereinafter referred to as the ‘‘Marsh & 
McLennan Companies.” 


Applicants state that employees of the Marsh & 
McLennan Companies are covered by certain trusteed 
employee benefit plans qualified under Section 401 of 
the Internal Revenue Code, certain of which are em- 
powered to invest in shares of certain of the Putnam 
Funds. The application represents that these plans 
currently include the Putnam Profit Sharing Plan, the 
Marsh & McLennan Savings Plan and the Marsh & 
McLennan Pension Plan (collectively the ‘Putnam 
Affiliated Employee Benefit Plans’’). According to the 
application, the Putnam Affiliated Employee Benefit 
Plans which may invest in shares of the Putnam Funds 
had 3,434 participants and investments of approxima- 
tely $11,368,000 in the Putnam Funds as of December 
31, 1976. 


It is asserted that, as a result of concern that certain 
provisions of the Employee Retirement Income Security 
Act of 1974 and parallel provisions of the Internal 
Revenue Code might prohibit an employee benefit plan 
covering employees of a mutual fund, its investment 
adviser or principal underwriter and their affiliates (an 
“In-house Plan or Plans’’) from investing in shares of 
such mutual fund (an “In-house Fund’’), the mutual 
fund industry applied to the Department of Labor and 
the Internal Revenue Service for an interpretation or an 
exemption. These two agencies have issued a notice of 
a proposed class exemption which would permit 
In-house Plans, such as the Putnam Affiliated Employee 
Benefit Plans, to invest in shares of the In-house Fund, 
such as each of the Putnam Funds, provided that 
certain conditions are met. One such condition requires 
that In-house Plans not pay any sales commission on 
the investment in In-house Fund shares. On March 31, 
1977, the proposed class exemption was adopted with 
the condition that all transactions with In-house Plans 
occurring more than 60 days after the granting of the 
exemption be made without any sales commissions. 
Applicants submit that, under the current prospectuses 
of the Putnam Funds, accounts the size of the Putnam 


Affiliated Employee Benefit Plans would pay a sales 
charge of 1% of the public offering price on purchases 
of shares of the Putnam Funds. 


Section 22(d) of the Act provides in pertinent part that 
no registered investment company shall sell any 
redeemable security issued by it to any person except 
either to or through a principal underwriter for 
distribution or at a current public offering price 
described in the prospectus, and if such class of 
security is being currently offered to the public by or 
through an underwriter, no principal underwriter of 
such security and no dealer shall sell any such security 
to any person except a dealer, a principal underwriter, 
or the issuer, except at a current public offering price 
described in the prospectus. Applicants submit that the 
sale of shares of the Putnam Funds to the Putnam 
Affiliated Employee Benefit Plans at net asset value 
appears to conflict with the provisions of Section 22(d) 
of the Act unless, excepted by the Rules under such 
section. 


Applicants assert that an argument may be made that 
purchases of Putnam Fund shares by the Putnam 
Affiliated Employee Benefit Plans are permitted by Rule 
22d-1(f). That rule provides for elimination of sales 
charges upon the sale pursuant to a uniform offer 
described in the prospectus and made to employee’s 
trust, pension, profit-sharing or other employee benefit 
plans qualified under Section 401 of the Internal 
Revenue Code. Applicants submit that, notwith- 
standing interpretive advice from the staff of the Com- 
mission which would possibly permit sales of In-house 
Fund shares only to In-house Plans at net asset value, 
Applicants have determined to seek an exemption 
from Section 22(d) of the Act and the Rules thereunder, 
pursuant to Section 6(c) of the Act, in order to obtain 
the certainty of a Commission order which does not 
attach to interpretive advice. 


Section 6(c) of the Act provides, in pertinent part, that 
the Commission, by order upon application, may con- 
ditionally or unconditionally exempt any _ person, 
security or transaction, or any class or classes of 
persons, securities, or transactions, from any provision 
or provisions of the Act or of any rule or regulation 
thereunder, if and to the extent that such exemption is 
necessary or appropriate in the public interest and con- 
sistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of 
the Act. 


It is stated in the application that the purposes of 
Section 22(d) of the Act are to prevent discrimination 
among purchasers and to provide for orderly distribu- 
tion of mutual fund shares by preventing their sale at a 
price less than that fixed in the prospectus. It is 
submitted that reduced sales charges are appropriate 
where mutual fund shares are sold without a complete 


SEC DOCKET/407 








bundle of selling services and no unjust discrimination 
exists among investors where differences in sales 
charges relate to differences in selling costs and 
services. Applicants state that investment by the 
Putnam Affiliated Employee Benefit Plans in shares of 
the Putnam Funds at net asset value is supported by 
strong policy considerations, and that such sales would 
result in demonstrable economies in sales effort and 
sales related expense as compared with other sales, and 
would not be unjustly discriminatory. 


Applicants state that prospectuses and existing sales 
literature of the Putnam Funds will be available to those 
persons making investment decisions for the Putnam 
Affiliated Employee Benefit Plans, but no individual 
sales effort will be expended, and no independent 
dealers will be involved. It is represented that Distributor 
will coordinate such sales and will provide such normal 
sales related services as are specifically requested by the 
investment committees or beneficiaries of the plans. 
Applicants do not anticipate that there will be many 
such requests for services. Appplicants submit that 
periodic investments by the Putnam Affiliated Employee 
Benefit Plans can be expected to be relatively large in 
terms of the size of each purchase, the frequency of 
purchases should be relatively low, and funds for 
purchases are expected to be remitted from only a few 
sources (the trustees of each plan). According to the 
application, Applicants have concluded that sales of 
Putnam Fund shares at net asset value to tax qualified 
employee benefit plans should be limited to the Putnam 
Affiliated Employee Benefit Plans on the ground that 
the employees covered by such Plans, because of their 
familiarity with, and loyalty to, the Putnam Funds 
generally can be expected to result in a need for less 
selling effort and expense than would be the case with 
regard to sales to other tax qualified employee benefit 
plans. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 31, 1977, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 
of his interest, the reason for such request, and the 
issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address 
stated above. Proof of such service (by affidavit, or in 
case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
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request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9760/May 9, 1977 


In the Matter of 


PUTNAM TAX EXEMPT INCOME FUND 
PUTNAM CONVERTIBLE FUND, INC. 
PUTNAM DAILY DIVIDEND TRUST 
PUTNAM EQUITIES FUND, INC. 

THE GEORGE PUTNAME FUND OF BOSTON 
THE PUTNAM GROWTH FUND 

THE PUTNAM INCOME FUND, INC. 
PUTNAM INVESTORS FUND, INC. 
PUTNAM VISTA FUND, INC. 

PUTNAM VOYAGER FUND, INC. 
PUTNAM OPTION INCOME TRUST 
PUTNAM FUND DISTRIBUTORS, INC. 


265 Franklin Street 
Boston, Massachusetts 02110 


(812-4083) 


NOTICE OF FILING OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 11(a) OF THE ACT TO 
PERMIT AN OFFER OF EXCHANGE 


NOTICE IS HEREBY GIVEN that Putnam Tax Exempt 
Income Fund (‘Putnam Tax Exempt’’), Putnam Con- 
vertible Fund, Inc., Putnam Equities Fund, Inc., The 
George Putnam Fund of Boston, The Putnam Growth 
Fund, The Putnam Income Fund, Inc., Putnam 
Investors Fund, Inc., Putnam Vista Fund, Inc., Putnam 
Voyager Fund, Inc. and Putnam Option Income Trust 





(‘Putnam Option’) (collectively the ‘‘Putnam Funds’’), 
Putnam Daily Dividend Trust (the Trust’), and Putnam 
Fund Distributors, Inc. (‘Distributors’), (all collectively 
referred to as ‘‘Applicants’’), have filed an application 
on January 31, 1977 and an amendment thereto on 
April 29, 1977, for an order pursuant to Section 11(a) of 
the Investment Company Act of 1940 (‘‘Act’’), to permit 
an offer of exchange of the shares of Putnam Tax 
Exempt for the shares of the other Putnam Funds on a 
basis other than the relative net asset values of the 
shares to be exchanged. All interested persons are 
referred to the application on file with the Commission 
for a statement of the representations contained 
therein, which are summarized below. 


The Putnam Funds and the Trust are each registered 
under the Act as diversified, open-end investment com- 
panies and organized as Massachusetts corporations or 
Massachusetts business trusts. Distributors, a wholly- 
owned subsidiary of Marsh & McLennan Management 
Company, serves as principal underwriter for the 
Putnam Funds and the Trust. 


The application states that the Putnam Funds, other 
than Putnam Option, and the Trust are engaged in 
continuous public offerings of their shares. The Putnam 
Funds, other than Putnam Tax Exempt and Putnam 
Option, offer their shares at public offering prices equal 
to net asset value plus a sales charge which varies with 
the size of the purchase from 8.5% on an investment of 
less than $10,000 to 1.0% on an investment of 
$1,000,000 and over. 


Putnam Option, which was recently organized, expects 
to commence an initial public offering of its shares in 
June, 1977. Applicants also expect to commence a 
continuous offering in shares of Putnam Option not less 
than 30 days following the close of its initial public 
offering with Distributors acting as principal under- 
writer. Applicants state that it is expected that the sales 
charge for both the initial and continuous public 
offering of shares of Putnam Option will be the same as 
the other Putnam Funds, except for Putnam Tax 
Exempt. 


Shares of Putnam Tax Exempt are offered at a public 
offering price equal to net asset value plus a sales 
charge which is lower than the sales charge for the 
other Putnam Funds and which varies with the size of 
the purchase from 4.75% on an investment of less than 
$25,000 to 1.0% on an investment of $1,000,000 and 
over. The Trust offers its shares at net asset value 
without any sales charge. 


According to the application, the current prospectuses 
of the Putnam Funds, other than Putnam Tax Exempt 
and Putnam Option, provide for exchanges among such 
funds at net asset value of the shares being exchanged 
next determined following receipt of an exchange 


request and any other required documentation. There is 
an administrative fee of $5.00 charged on each 
exchange, which is retained by the Putnam Funds’ 
shareholder servicing agent. Applicants submit that, 
after the continuous offering of Putnam Option shares 
has begun, it is expected that shares of Putnam Option 
may be exchanged for shares of the other Putnam 
Funds and that shares of the other Putnam Funds, other 
than Putnam Tax Exempt, may be exchanged for shares 
of Putnam Option, in each case at net asset value. It is 
stated in the application that shares of the Trust may 
currently be redeemed and the proceeds used to 
purchase shares of the Putnam Funds (other than 
Putnam Option), provided the investor pays the 
applicable sales charge on the Putnam Funds’ shares 
acquired in the transaction. It is further stated that Trust 
shares acquired through an exchange from the Putnam 
Funds, other than Putnam Tax Exempt (and shares 
credited as dividend reinvestments with respect to such 
shares), may be exchanged again for shares of the 
Putnam Funds (other than Putnam Option) without any 
sales charge. 


According to the application, the prospectus for the 
initial offering of shares of Putnam Tax Exempt 
provided that after the commencement of the 
continuous offering, shareholders of that fund could 
exchange their shares held six months or more for 
shares of the other Putnam Funds at net asset value and 
that shareholders who purchased shares of Putnam Tax 
Exempt in its initial offering, so long as exchanges are 
permitted between the Putnam Funds, would continue 
to be able to exchange such shares after six months at 
net asset value, and to exchange shares acquired from 
reinvestment of dividend distributions on such shares, 
at net asset value without any holding period. 


Applicants propose to permit shares of Putnam Tax 
Exempt acquired at the public offering price in its 
continuous offering (and shares of the Trust acquired 
through an exchange from Putnam Tax Exempt) and 
shares acquired from dividend reinvestment with 
respect to such shares to be exchanged for shares of 
each of the other Putnam Funds that are then offered 
for sale to the general public on the basis of the relative 
net asset values per share plus the amount by which 
the sales charge stated in the then current prospectus of 
the Putnam Fund whose shares are being acquired in 
the exchange exceeds the sales charge stated in the 
then current prospectus of Putnam Tax Exempt. The 
application provides that, where Putnam Tax Exempt 
shares being exchanged were acquired through a prior 
exchange from one of the other Putnam Funds or from 
dividend reinvestment with respect to such shares, the 
exchange will be on the basis of relative net asset values 
per share. Applicants represent that the prospectuses of 
the Putnam Funds and the Trust will describe the terms 
of such exchanges, including the $5.00 administrative 
fee on each exchange. It is submitted in the application 
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that if shareholders of Putnam Tax Exempt who 
purchased shares in such fund's initial offering desire to 
exchange such shares prior to the expiration of the six 
month holding period, they will be permitted to do so in 
accordance with the terms of the exchange offer in the 
current Putnam Tax Exempt prospectus. 


Section 11(a) of the Act provides in pertinent part that it 
shall be unlawful for any registered open-end company 
or principal underwriter for such a company to make or 
cause to be made an offer to the holder of a security of 
such company or of any other open-end investment 
company to exchange his security for a security in the 
same or another such company on any basis other than 
the relative net asset values of the respective securities 
to be exchanged, unless the terms of the offer have first 
been submitted and approved by the Commission. 


Applicants assert that the purpose of the proposed 
exchange offer at other than net asset value with 
respect to Putnam Tax Exempt, like the purpose of the 
exchange offers at net asset value contained in the 
current prospectuses of the other Putnam Funds, is to 
permit a shareholder whose investment objective has 
changed to change investments without having to pay 
again the sales charge which was paid at the time of 
initial investment. Applicants state that it would be 
discriminatory to permit the exchange of shares of 
Putnam Tax Exempt for shares of the other Putnam 
Funds at net asset value, because the exchanging 
Putnam Tax Exempt shareholders would have paid 
substantially lower sales charges on their investment 
than the shareholders of the other Putnam Funds. 
Applicants submit that, if exchanges between Putnam 
tax Exempt and the other Putnam Funds were at net 
asset value, investors could avoid the higher sales 
charges in effect for the other funds by purchasing 
shares of Putnam Tax Exempt and then exchanging 
those shares at net asset value for shares of the other 
Putnam Funds. It is asserted that this practice would be 
contrary to the policies underlying the price 
maintenance provisions of the Act and could present 
difficulties in managing Putnam Tax Exempt consistent 
with its investment objectives and could increase its 
expenses in the event of any material incidence of 
investors purchasing shares of Putnam Tax Exempt 
with a view toward exchanging into another Putnam 
Fund to avoid the higher sales charge. Applicants state 
that such transitory investments in Putnam Tax Exempt 
could result in increased custodian and stockholder 
servicing fees and a need for greater liquidity in the 
portfolio of Putnam Tax Exempt than would otherwise 
be the case. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 31, 1977, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 
of his interest, the reason for such request, and the 
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issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicants at the address 
stated above. Proof of such service (by affidavit, or in a 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by Rule 
0-5 of the Rules and Regulations promulgated under the 
Act, an order disposing of the application will be issued 
as of course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9761/May 10, 1977 


SEE 


SECURITIES ACT OF 1933 
Rel. No. 5826/May 10, 1977 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9762/May 10, 1977 


In the Matter of 


AXE-HOUGHTON INCOME FUND, INC. 


and 


AXE SECURITIES CORPORATION 
c/o Henri B. Little 

Axe-Houghton Income Fund, Inc. 
400 Benedict Avenue 

Tarrytown, New York 10591 








(812-3596) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
SECTION 22(d) OF THE ACT. 


On April 12, 1977, a notice was issued (Investment 
Company Act Release No. 9720), of an application filed 
on February 1, 1974, and an amendment thereto on 
October 12, 1976, by Axe-Houghton Income Fund, Inc. 
(‘‘Fund’’), registered under the Investment Company 
Act of 1940 (‘‘Act’’), as an open-end management 
investment company, and Axe Securities Corporation, 
the principal underwriter of the Fund and the Sponsor 
of Canadian Investors Trust (‘‘CIT’’), registered under 
the Act as a unit investment trust, for an order of the 
Commission pursuant to Section 6(c) of the Act 
exempting Applicants to the extent specified therein 
from the provisions of Section 22(d) of the Act to permit 
the Planholders of CIT to purchase Fund shares at 
reduced sales charges in amounts equivalent to the 
unpaid portion of their Plans, and to permit continuance 
of the withdrawal and reinvestment privilege in the 
Plans for a period up to the twentieth anniversary of the 
issuance of the Plans. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order of the 
application would be issued as of course unless a 
hearing should be ordered. No request for a hearing has 
been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemption is appropriate in 
the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from Section 22(d) of 
the Act, to the extent requested, be, and hereby is, 
granted effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9763/May 11, 1977 


In the Matter of 





INVESTORS MUTUAL, INC. 


INVESTORS STOCK FUND, INC. 

INVESTORS VARIABLE PAYMENT FUND, INC. 
INVESTORS SELECTIVE FUND, INC. 

IDS NEW DIMENSIONS FUND, INC. 

IDS PROGRESSIVE FUND, INC. 

IDS BOND FUND, INC. 

IDS CASH MANAGEMENT FUND, INC. 

IDS TAX-EXEMPT BOND FUND, INC. 


1000 Roanoke Building 
Minneapolis, Minnesota 55402 


and 


INVESTORS DIVERSIFIED SERVICES, INC. 
IDS Tower 
Minneapolis, Minnesota 55402 


(812-4079) 


NOTICE OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 11(a) OF THE ACT TO 
PERMIT OFFERS OF EXCHANGE AND PURSUANT 
TO SECTION 6(c) OF THE ACT FOR EXEMPTION 
FROM THE PROVISIONS OF SECTION 22(d) OF THE 
ACT AND RULE 22d-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Investors Mutual, Inc. 
(‘‘Mutual’’), Investors Stock Fund, Inc. (‘Stock’), 
Investors Variable Payment Fund, Inc. (‘’Variable’’), 
Investors Selective Fund, Inc. (‘Selective’), IDS New 
Dimensions Fund, Inc. (‘‘Dimensions’’), IDS Progres- 
sive Fund, Inc. (‘‘Progressive’’), IDS Bond Fund, Inc. 
(““Bond’’), IDS Cash Management Fund, Inc. (‘Cash 
Management”), and IDS Tax-Exempt Bond Fund, Inc 
(‘Tax-Exempt’) (collectively referred to as “the 
Funds’’), open-end investment companies registered 
under the Investment Company Act of 1940 (‘‘Act’’), 
and Investors Diversified Services, Inc. (“IDS’’), each 
Fund’s investment adviser and principal underwriter 
(collectively referred to with the Funds as 
“Applicants”), filed an application on January 21, 1977, 
for an order of the Commission, pursuant to Section 
11(a) of the Act, permitting certain transfers among the 
Funds on a basis other than their net asset value per 
share at the time of transfer and, pursuant to Section 
6(c) of the Act, exempting such transfers from the 
provisions of Section 22(d) of the Act and Rule 22d-1 
thereunder. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations contained therein, which are 
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summarized below. 


IDS, as principal underwriter for the Funds, maintains a 
continuous public offering of shares of each of the 
Funds at their respective net asset value plus a sales 
charge. On purchases of less than $15,000, the sales 
charge is 32% for Bond, 4% % for Tax-Exempt, 7% for 
Selective and 8% for each of the other Funds except 
Cash Management, which does not have a sales 
charge. For each of the Funds, the sales charge is 
reduced on larger purchases, except for Bond which 
has a level 3% % sales charge. 


Mutual, Stock, Variable, Progressive and Dimensions 
propose to offer their shares to shareholders of 
Selective, Bond or Tax-Exempt who have held their 
shares for less than eight months and who redeem their 
shares and immediately reinvest in its shares, on 
payment of the difference between the sales charge 
paid upon the purchase of shares of Selective, Bond or 
Tax-Exempt and the sales charge that would have been 
paid had the offering Fund’s shares been purchased 
originally. Shareholders of Selective, Bond or 
Tax-Exempt who have held their shares for eight 
months or more will be allowed to transfer to the other 
Funds at net asset value without paying a sales charge. 
No transfers will be allowed into Cash Management 
from Selective, Bond or Tax-Exempt earlier than eight 
months. Shareholders of the other Funds do not have 
the privilege of transferring into Bond Fund. 


Selective proposes to offer its shares to shareholders of 
Tax-Exempt or Bond who have held their shares for less 
than eight months and who redeem their shares and 
immediately reinvest in shares of Selective, on payment 
of the difference between the sales charge paid upon 
the purchase of shares of Tax-Exempt or Bond and the 
sales charge that would have been paid had the 
investment bee in Selective originally. Shareholders of 
Tax-Exempt or Bond who have held their shares for 
eight months or more will be allowed to transfer into 
Selective at net asset value without paying a sales 
charge. 


Tax-Exempt proposes to offer its shares to the share- 
holders of the other Funds, except Cash Management, 
who have held their shares for less than eight months 
and who redeem their shares and immediately reinvest 
in shares of Tax-Exempt, on payment of the difference 
between the sales charge paid on the shares of the 
other funds from which the transfer is being made and 
the sales charge that would have been paid had the 
investment been in Tax-Exempt originally. Shareholders 
of the other Funds, except Cash Management, who 
have held their shares for more than eight months, will 
be permitted to transfer into Tax-Exempt a net asset 
value without paying a sales charge. 


In each case, the reason for the eight month “waiting 
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period” is to discourage attempts at circumventing the 
higher sales charge which would have been applicable 
on the shares of the Fund into which the transfer is 
being made had these shares been purchased initially. 
For purposes of calculating the eight month period, the 
length of time the investment has been in the complex 
of the Funds will be included. In addition, no sales 
charge will be imposed upon a transfer of shares which 
were acquired originally at net asset value, except 
shares of Cash Management acquired by direct 
purchase, and such shares will be transferred first. 


Each of the Funds, except Bond, proposes to offer its 
shares to the shareholders of Cash Management who 
redeem their shares and immediately reinvest in its 
shares on the basis of the net asset value at the time of 
the transfer, plus the sales charge described in the 
prospectus of each of the Funds. The additional sales 
charge would be imposed only upon the transfer of 
shares of Cash Management originally acquired by 
direct purchase. Shares of Cash Management that were 
acquired as the result of a transfer from one of the other 
Funds will be transferred at net asset value without a 
sales charge, and such shares will always be transferred 
first. 


Section 11(a) of the Act provides that it shall be unlaw- 
ful for any registered open-end company or any 
principal underwriter for such company to make, or 
cause to be made, an offer to the shareholder of a 
security of such company or of any other open-end in- 
vestment company to exchange his security for a 
security in the same or another such company on any 
basis other than the relative net asset values of the 
respective securities to be exchanged unless the terms 
of the offer have first been submitted to and approved 
by the Commission. 


Section 22(d) of the Act provides, in pertinent part, that 
no registered investment company or principal under- 
writer thereof shall sell any redeemable security issued 
by such company to any person except at a current 
public offering price described in the prospectus. The 
sales charge described in the prospectus of each of the 
Funds is normally greater than the sales charge which 
would be applicable to a proposed transfer. Rule 22d-1 
permits certain variations in sales load, none of which it 
is alleged are applicable to the proposed transfer 
privileges. 


Applicants state that the purpose of the proposed 
transfer privileges and the eight month restriction, 
where applicable, is to discourage attempts to 
circumvent the higher sales charges that could occur 
were an investor to purchase a Fund with a lower sales 
charge and, subsequently, transfer the investment at 
net asset value for an investment in one of the other 
Funds which imposes a higher sales charge than the 
Fund originally purchased. Applicants further state that 








under certain circumstances it might be found that IDS, 
as underwriter for all the Funds, would be violating 
Section 22(d) of the Act, since an investor would be 
able to purchase shares of one of the other Funds at a 
sales charge other than that described in the prospectus 
merely by purchasing shares of Selective, Bond or 
Tax-Exempt and subsequently transferring those shares 
after eight months at net asset value into shares of one 
of the other Funds. Appropriate disclosure of the terms 
of the proposed transfer privileges will be made in the 
prospectuses of each of the Funds. 


Section 6(c) provides, in pertinent part, that the 
Commission, by order upon application, may con- 
ditionally or unconditionally exempt any _ person, 
security or transaction or any class or classes of 
persons, securities or transactions from any provisions 
of the Act or of any rule or regulation under the Acct, if 
and to the extent such exemption is necessary or 
appropriate in the public interest and consistent with 
the protection of investors and the purpose fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 6, 1977, at 5:30 p.m., submit 
to the Commission in writing, a request for a hearing on 
the application accompanied by a statement as to the 
nature of his interest, the reason for such request and 
the issues, if any, of fact or law proposed to be contro- 
verted, or he may request that he be notified if the 
Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, 500 North 
Capitol, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the addresses stated above. Proof of such 
service (by affidavit, or in the case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Reguations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons, who request a 
hearing or advice as to whether a hearing is ordered, will 
receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9764/May 11, 1977 


In the Matter of 
CG MUNICIPAL BOND FUND, INC. 


CONNECTICUT GENERAL LIFE INSURANCE 
COMPANY 


CG EQUITY SALES COMPANY 
Hartford, Connecticut 06152 
(812-4059) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING AN EXEMPTION FROM THE PRO- 
VISIONS OF SECTION 22(d) OF THE ACT 


On April 7, 1977, a notice was issued (Investment 
Company Act Release No. 9715) of an application filed 
by CG Municipal Bond Fund, Inc. (‘“Fund’’), an open- 
end _ diversified management investment company 
registered under the Investment Company Act of 1940 
(‘‘Act’’), Connecticut General Life Insurance Company 
(“CG Life’), and CG Equity Sales Company (hereinafter 
referred to with the Fund and CG Life as the 
“Applicants”), pursuant to Section 6(c) of the Act, for 
an order of the Commission exempting Applicants from 
the provisions of Section 22(d) of the Act to permit the 
purchase of shares of the Fund at a reduced sales 
charge when such purchases are from proceeds of 
certain insurance contracts issued by CG Life. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing has 
been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemption is appropriate in 
the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 22(d) of the Act, to the extent requested, be 
and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9765/May 12, 1977 


In the Matter of 


LINCOLN NATIONAL INCOME FUND, INC. 
1301 South Harrison Street 
Fort Wayne, Indiana 46801 


(811-1832) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Lincoln National 
Income Fund, Inc. (‘Applicant’), an open-end, 
diversified management investment company registered 
under the Investment Company Act of 1940 (the 
“Act’’), has filed an application pursuant to Section 8(f) 
of the Act for an order of the Commission declaring that 
Applicant has ceased to be an investment company as 
defined in the Act. All interested persons are referred to 
the application on file with the Commission for a 
statement of the facts and representations contained 
therein, which are summarized below. 


The Applicant was incorporated under the laws of the 
State of Delaware on January 22, 1969, and registered 
with the Commission under the Act on August 11, 1969. 
Applicant states that on October 27, 1976, its share- 
holders approved an Agreement and Plan of 
Reorganization (‘the Agreement’) which provided for 
the sale by Applicant of substantially all of its assets to 
Selected American Shares, Inc. (‘‘American’’). On 
November 17, 1976, pursuant to the Agreement, 
466,943.935 shares of American were delivered to the 
Applicant, representing an exchange ratio of 1.2461 
shares of American for each share of Applicant 
outstanding. Applicant states further that such shares 
were delivered to or credited to the accounts of 
shareholders of Applicant according to their respective 
interests in liquidation of the Applicant. 


Applicant states that on December 16, 1976, it filed a 
certificate of dissolution with the Secretary of State of 
Delaware. Applicant represents that it now has no 
stockholders, no assets or liabilities, and engages in no 
business activity. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission on its own motion or upon 
application, finds that a registered investment company 
has ceased to be an investment company, it shall so 
declare by order and, upon the taking effect of such 
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order, the registration of such company shall cease to 
be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 6, 1977, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 
of his interest, the reason for such request, and the 
issues, if any, of fact or law proposed to be contro- 
verted, or he may request that he be notified if the 
Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon the Applicant at the address 
stated above. Proof of such service (by affidavit or, in 
case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
Commission thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notice and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 9766/May 12, 1977 


In the Matter of 


LINCOLN NATIONAL CAPITAL FUND, INC. 
1301 South Harrison Street 
Fort Wayne, Indiana 46801 


(811-1831) 


NOTICE OF FILING AN APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Lincoln National 
Capital Fund, Inc. (‘‘Applicant’’), an open-end, 
diversified management investment company registered 
under the Investment Company Act of 1940 (the 
“Act’’), has filed an application pursuant to Section 8(f) 





of the Act for an order of the Commission declaring that 
Applicant has ceased to be an investment company as 
defined in the Act. All interested persons are referred to 
the application on file with the Commission for a 
statement of the facts and representations contained 
therein, which are summarized below. 


The Applicant was incorporated under the laws of the 
State of Delaware on January 22, 1969, and registered 
with the Commission under the Act on August 11, 1969. 
Applicant states that on October 27, 1976, its share- 
holders approved an Agreement and Plan of 
Reorganization (‘the Agreement’’) which provided for 
the sale by Applicant of substantially all of its assets to 
Selected Special Shares, Inc. (‘Special’). On 
November 17, 1976, pursuant to the Agreement, 
434,615.444 shares of Special were delivered to the 
Applicant, representing an exchange ratio of 0.4492 
shares of Special for each share of Applicant 
outstanding. Applicant states further that such shares 
were delivered to or credited to the accounts of 
shareholders of Applicant according to their respective 
interests in liquidation of the Applicant. 


Applicant states that on December 16, 1976, it filed a 
certificate of dissolution with the Secretary of State of 
Delaware. Applicant represents that it now has no 
stockholders, no assets or liabilities, and engages in no 
business activities. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission on its own motion or upon 
application, finds that a registered investment company 
has ceased to be an investment company, it shall so 
declare by order and, upon the taking effect of such 
order, the registration of such company shall cease to 
be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than June 6, 1977, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 
of his interest, the reason for such request, and the 
issues, if any, of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon the Applicant at the address 
stated above. Proof of such service (by affidavit or, in 
case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application will 
be issued as of course following said date unless the 
« Commission thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 


request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary. 








INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Rel. No. 586/May 10, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13524/May 10, 1977 








LITIGATION 





Litigation Release No. 7910/ May 10, 1977 


SECURITIES AND EXCHANGE COMMISSION v. 
ORMAND INDUSTRIES, INC., JARRELL D. ORMAND 
(United States District Court for the District of 
Columbia) 

Civil Action No. 77-0790 


The Securities and Exchange Commission announced 
today that the United States District Court for the 
District of Columbia entered a Judgment of Permanent 
Injunction against Ormand Industries, Inc. (‘‘Ormand’’) 
restraining and enjoining Ormand from _ further 
violations of the anti-fraud, reporting and proxy 
provisions of the Securities Exchange Act of 1934 
(“Exchange Act’’) and of the anti-fraud provisions of 
the Securities Act of 1933 (‘Securities Act’’). The Court 
also entered an order restraining and enjoining Jarrell D. 
Ormand (“J.D. Ormand’’) from further violations of the 
proxy provisions and ordering him to make only such 
filings with the Commission, and public statements, 
which are complete and accurate in all material 
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respects. Ormand is a diversified California corporation 
engaging in outdoor advertising, container manufacture 
and oil field tool rental and service. J.D. Ormand is 
Ormand’s chief executive officer. Ormand and J.D. 
Ormand consented to the Court’s Orders without 
admitting or denying the allegations in the 
Commission’s Complaint. 


The Commission’s Complaint, which was filed today, 
alleges violations of the anti-fraud, reporting and proxy 
provisions of the federal securities laws in connection 
with transactions through which J.D. Ormand and 
certain other officers, directors and employees of 
Ormand, received substantial amounts of corporate 
funds and other corporate assets for their personal use. 
Inaccurate and incomplete entries were recorded on the 
books and records of Ormand; commercial transactions 
were not recorded on the books and records of 
Ormand; and materially false and misleading annual and 
periodic reports and proxy statements were filed with 
the Commission. 


The Commission's Complaint alleges that J.D. Ormand 
received substantial unaccounted-for cash advances for 
expenses in excess of $250,000 which were neither 
repaid by J.D. Ormand nor utilized for business 
expenses of the company. In addition, the Commission 
charged that substantial corporate expenditures were 
made from which J.D. Ormand and members of his 


family derived personal benefit. Also, the Complaint 
alleges that a substantial portion of the additional 
benefits Ormand conferred on J.D. Ormand were in- 
accurately or improperly recorded and reflected on 


Ormand’s books and records; and corporate 
expenditures for personal goods and services for J.D. 
Ormand and members of his family were charged to 
various accounts on the books and records of Ormand 
and its subsidiaries without adequately disclosing the 
true nature of such expenditures. 


Further, the Commission’s Complaint alleges that 
Ormand relieved J.D. Ormand of certain personal 
obligations resulting from a purchase of a company 
named Ana Maria Cosmetics from J.D. Ormand 
without disclosing the full facts concerning these 
transactions. Ormand suffered a net after-tax loss in 
excess of $250,000 as a result of the transaction. In 
addition, the Complaint charges that, in another series 
of transactions, J.D. Ormand: had Ormand issue 
securities to him; borrowed $45,000 from the company 
in order to pay for the purchase; and had the loan 
converted into a gift. Ormand did not disclose the 
reasons for the transactions and the full facts and 
circumstances surrounding the transactions. 


In addition to consenting to the entry of a Judgment of 
Permanent Injunction, Ormand agreed to certain 
ancillary relief, including: the expansion of Ormand’s 
board of directors (“‘Board’’) to include three additional 
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independent directors; the establishment and main- 
tenance of an audit committee of the Board (‘Audit 
Committee’’), composed of three members, including 
at least two of Ormand’s newly-appointed directors; 
and the appointment of a special counsel to the Audit 
Committee (‘‘Special Counsel’’) to conduct an_in- 
vestigation and recommend corrective measures to 
Ormand’s Audit Committee. 


The Special Counsel will conduct a full and complete 
investigation into the matters set forth in the Com- 
mission’s Complaint and any other matters that the 
Special Counsel deems appropriate. In particular, the 
investigation will include the use of corporate assets or 
personal expenditures on behalf of officers and 
directors of Ormand, the unauthorized or un- 
documented disbursement of funds of Ormand and 
payments to government officials. The Special Counsel 
will file with the Commission a report of his or her 
findings and recommendations, including recommenda- 
tions concerning the institution of suits against present 
or former officers, directors, employees, agents, or 
controlling persons of Ormand, or other persons. 
Ormand will file the report of the Special Counsel as an 
exhibit to a Current Report on Form 8-K. Further, the 
Special Counsel will file with the Commission a detailed 
analysis of monies, assets or other things of value of 
Ormand, its subsidiaries or affiliates taken, used or 
diverted to the personal use of any of the officers, 
directors, or employees of Ormand, its subsidiaries or 
affiliates during the period from January 1, 1973 to the 
entry of the Judgment of Permanent Injunction. 


Upon approval of the Audit Committee, the Special 
Counsel will implement the recommendations in the 
Special Counsel’s report. Ormand undertook not to 
make any inaccurate or incomplete entries on its books 
and records. In addition, Ormand will adopt, implement 
and maintain internal control procedures designed to 
avoid the unauthorized or undisclosed use of corporate 
assets or other things of value for the benefit of officers, 
directors or employees of Ormand, its subsidiaries or 
affiliates. 


Further, J.D. Ormand is required to submit a written 
accounting to the Special Counsel of all monies or 
assets or things of value used for his personal benefit for 
the period from January 1, 1973 to the date of the entry 
of the Court’s order, and J.D. Ormand is to return to 
Ormand all monies and the reasonable value of all 
assets, property, benefits, and other things of value 
which the Audit Committee determines exceeded that 
to which he was entitled. 


The Commission reserves the right to seek such further 
relief as may be necessary or appropriate if it is not fully 
satisfied that Ormand and J.D. Ormand have complied 
with and implemented the Court’s decree and the 
various undertakings. 








Litigation Release No. 7911/May 10, 1977 


U.S. v. RICHARD T. CARDALL, et al. 
(D. Utah, CR-74-53) 


Mark M. Richards, Chief of the Criminal Fraud Section 
of the United States Department of Justice, Ramon M. 
Child, United States Attorney for the District of Utah, 
and Robert H. Davenport, Administrator of the Denver 
Regional Office of the Securities and Exchange 
Commission, today announced that on April 27, 1977, 
the United States Court of Appeals for the Tenth Circuit 
issued an Order affirming the conviction of Frank Lloyd 
Parks of Newman, Georgia, formerly of West Babylon, 
New York. 


Parks was convicted by a jury in Salt Lake City, Utah of 
nine counts of conspiracy, sale of unregistered stock, 
and securities fraud in connection with the sale of the 
common stock of International Chemical Development 
Corporation, a Nevada corporation. He was sentenced 
on November 21, 1975, to 18 years in prison and a fine 
of $50,000. 


For further information see Litigation Release Nos. 
' 4595, 4752, 5273, 6338, 6445, 6510, 7150 and 





Litigation Release No. 7912/May 10, 1977 


SEC v. WHATCOM COUNTY WATER DISTRICT #13 
et al. 


(U.S.D.C. Western District Wash. C77-103) 


Jack H. Bookey, Administrator of the Seattle Regional 
Office of the Securities and Exchange Commission, 
announced today that Decrees of Permanent Injunction 
were entered on April 27, 1977, by the Honorable 
Walter T. McGovern, Chief Judge, United States 
District Court for the Western District of Washington at 
Seattle, Washington, against Whatcom County Water 


District #13, County of Whatcom, Washington 
(District), Steven J. Isenhart, Thomas E. Isenhart, 
Kristine L. Isenhart, all of Sumas, Washington, Harold 
E. Isenhart of Lynden, Washington and James E. 
Isenhart, Jr. of Maple Falls, Washington enjoining them 
from further violations of the anti-fraud provisions of 
the federal securities laws in connection with the offer 
and sale of the District’s water and sewer revenue 
bonds. As to the defendant District, the decree orders it 
.to disclose the injunction to existing and future 
* investors and to issue a disclosure statement to existing 
investors setting forth the substantive and material 


elements of the bond issue including a correction of the 
material misrepresentations and omission alleged in the 
complaint within 120 days of the date of the decree. 


The defendants consented to the Decrees of Permanent 
Injunction without admitting or denying the allegations 
of the complaint. 


For further information, see Litigation Release No. 
7810. 





Litigation Release No. 7913/May 10, 1977 


SECURITIES AND EXCHANGE COMMISSION v. U.S. 
FINANCIAL, INC., et al. 

(United States District Court for the Southern District of 
California) 

(Civil Action No. 74-92-T) 


The Securities and Exchange Commission announced 
that on May 2, 1977 United States District Court Judge 
Howard Turrentine (S.D. Cal.) issued an order with 
respect to Robert H. Walter, a defendant in the 
above-captioned action, (1) enjoining him permanently 
from violations of the antifraud, reporting, proxy 
solicitation, antimanipulation and margin provisions of 
the federal securities laws; (2) enjoining him from 
controlling the affairs or serving as an officer, director, 
trustee or promoter of U.S. Financial or any successor 
corporation; (3) enjoining him from acquiring additional 
securities of U.S. Financial or any successor 
corporation; and (4) requiring him to provide the 
Commission with written notice in the event he 
assumes a position as an officer, director, trustee, 
adviser or general partner of any company or entity 
which is required to file with the Commission reports 
pursuant to Sections 12 and/or 15(d) of the Exchange 
Act, or whose securities are publicly traded. 


Mr. Walter, who was charged with engaging in a 
scheme to falsely inflate the earnings of U.S. Financial, 
Inc. while acting as its Chief Executive Officer and 
Chairman of the Board of Directors, consented to the 
order without admitting or denying the allegations of 
the Complaint. (See Litigation Release No. 6258, 
February 25, 1974.) 





Litigation Release No. 7914/May 10, 1977 


UNITED STATES OF AMERICA v. 
DUVAL AND VANCE D. McCARTY 


FRANCIS D. 
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Jack H. Bookey, Administrator of the Seattle Regional 
Office and Dean Smith, United States Attorney for the 
Eastern District of Texas, announced that on April 5, 
1977, Judge Marshall Neil accepted the United States 
Attorney's recommendation for dismissal of a 
two-count indictment charging obstruction of justice 
for stealing and concealing accounting workpapers 
from the Court and the SEC during a pending SEC civil 
action. The dismissal was agreed to by the United 
States Attorney because the defendants agreed to 
return the accountant’s workpapers. 


For further information, see Litigation Release Nos. 
6989, 7135, 7230 and 7639. 





Litigation Release No. 7915/May 10, 1977 


SECURITIES AND EXCHANGE COMMISSION v. 
BANQUE DE PARIS ET DES PAYS-BAS (SUISSE) 
S.A. 

(D.D.C. Civil Action No. 77-0798) 


The Securities and Exchange Commission (‘‘Commis- 
sion’’) today announced the filing of a civil injunctive 
action in U.S. District Court for the District of Columbia 
against the Banque de Paris et des Pays-Bas (Suisse) 
S.A. (the “‘Banque’’) from violations of certain 
reporting requirements pertaining to the acquisition of 
securities under Section 13(d) of the Securities 
Exchange Act of 1934 (‘Exchange Act’’), and the rules 
thereunder. The Banque consented to the entry of an 
Order enjoining further violations of Section 13(d) 
without admitting or denying the allegations in the 
Commission’s complaint. 


The Commission’s complaint alleged that the Banque 
filed information statements on Schedule 13D which 
contain untrue statements of material fact and omit to 
state material facts required to be stated, in connection 
with acquisitions by the Banque of securities of Amicor 
Corp. (‘Amicor’’); Florida Water & Utilities Co. 
(‘‘Florida Water’’); Hygrade Food Products Corp. (‘‘Hy- 
grade’); Electro Audio Dynamics, Inc. (formerly 
Eastern Air Devices) (‘‘EAD’’); and Princeton Electronic 
Products, Inc. (‘PEP’). 


The Banque stated in its 13D filings that it purchased 
the securities of these issuers for its own account and 
accounts over which it had sole discretionary authority. 


With respect to the Amicor securities purchased by the 
Banque, the Commission alleged that the Banque made 
misleading statements, in that in response to requests 
by the Commission’s staff concerning the identity of the 
account holders the Banque stated at various times that 
there (a) not more than 10 accounts, and (b) only one 
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account. In fact, there was only one account, belonging 
to an associate of the Banque’s outside law firm, who 
had participated in arranging for the Banque’s acquisi- 
tion of the Amicor securities. 


The Commission’s complaint alleged that with respect 
to the securities of Amicor, the Banque did not, as 
disclosed, have sole discretionary authority over the 
account, or ‘‘unfettered discretion with respect to such 
securities’, since, when so requested by the account 
holder, the Banque bought certain securities from the 
account and the account holder would have been able 
to cancel his account and withdraw all the securities. 


With respect to the EAD securities, the Banque filed a 
13D with respect such EAD securities in 1970. The 
Commission alleged that in 1972 the Banque sold 
205,000 shares of EAD pursuant to a registration 
statement without amending the EAD 13D in spite of 
the fact that the sale represented a material change in 
the facts set forth in the original 13D. In addition, with 
respect to PEP, the Commission alleged that the 
Banque failed to disclose in the Schedule 13D that the 
Banque was given the right to nominate a person to 
serve on PEP’s Board of Directors, and that the person 
nominated and subsequently selected for the Board was 
an officer of Henry Roussel & Co., one of the discre- 
tionary accounts for which the Banque purchased the 
shares. 


The Banque, in consenting to settle the action, agreed 
to establish procedures in order to insure full 
compliance with the filing requirements with respect to 
acquisitions of securities under Section 13(d) of the 
Exchange Act and the rules of regulations thereunder. 
The Banque also consented to dispose of the securities 
within two years, and that until the securities are 
disposed of, the Banque will escrow the securities and 
relinquish voting control over the securities to the 
escrow agent, who shall vote the shares in the same 
proportion as all other outstanding shares are voted. 





Litigation Release 7916/May 11, 1977 


SEC v. READEX ELECTRONICS, INC., et al. 
74 Civil 515 (W.D.N.Y.) 


William D. Moran, Administrator of the New York 
Regional Office (‘‘NYRO”’) of the Securities and 
Exchange Commission, announced that on April 25, 
1977, the Honorable Harold P. Burke of the U.S. 
District Court for the Western District of New York 
signed an Amended Order of Ancillary Relief By 
Consent (‘Amended Order’’) against Readex Electro- 
nics, Inc. (‘‘Readex’’). The Amended Order requires 
Readex to take, among others, the following steps: 








1. schedule and hold a shareholders meeting within 60 
Jays of the entry of the Amended Order: 


2; schedule and hold annual shareholders meeting in 
conformity with the requirements of the New York 
Business Corporation Law; 


3. issue to its shareholders, within 50 days of the entry 
of the Amended Order, a summary report of its 
operations as of September 15, 1975 to the present; and 


4. issue an annual report prior to each annual 
shareholders meeting containing information in 
conformity with various provisions of Rule 14a-3 or Rule 
14c-3, promulgated under the Securities and Exchange 
Act of 1934. 


The action was originally commenced on November 4, 
1974 when the New York Regional Office filed a 
complaint in the United States District Court for the 
Western District of New York naming Readex and its 
two principals as defendants. The complaint alleged 
that the defendants had engaged in the issuance and 
sale of Readex common stock in violation of Section 5 
of the Securities Act of 1933. See Litigation Release 
6582. 


Pursuant to this action, Readex consented to the entry 
of an Order of Ancillary Relief (““Order’’) entered by the 
court on July 15, 1975. On February 15, 1977, the New 
York Regional Office brought a motion seeking alterna- 
tive reliefs against Readex. The motion sought a citation 
of civil contempt against Readex as a result of its failure 
to fully comply with the requirements of the July 15, 
1975 Order. In the alternative, the motion sought a 
modification of the Order in a manner which would 
provide commensurate protection of the public interest 
and Readex shareholders. See Litigation Release 7836. 


The Amended Order was entered in satisfaction of this 
motion. 





Litigation Release 7917/May 11, 1977 


SEC v. DAVID BARNES, et al. 
76 Civil 5068 (CHS) (S.D.N.Y.) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange 
Commission (‘‘Commission’’) announced that the 
United States District Court for the Southern District of 
New York entered final judgments of permanent injunc- 
tion against the following defendants: David Barnes 
‘“Barnes’’) of North Bellmore, Long Island on 
December 29, 1976; Carl Palestini (‘’Palestini’’) of Union 
City, New Jersey on January 18, 1977; Howard Terry 


(‘“Terry’’) of New York, New York on January 13, 1977; 
Howard Gladstone (‘H. Gladstone”) of Great Neck, 
New York; and Robert Gladstone (“’R. Gladstone’) of 
New York, New York on February 4, 1977. 


The judgments, permanently enjoining Barnes, 
Palestini, Terry and the Gladstones from violating the 
anti-fraud provisions of the federal securities, laws 
concluded an action brought by the Commission to 
enjoin the defendants from engaging in securities 
transactions while in possession of material inside 
information concerning Beef Steak Charlie’s Inc. 
(“BSC’’) which was formerly known as Steak & Brew, 
Inc. (“S & B”). 


All of the aforementioned individuals consented to the 
entry of these judgments without admitting or denying 
the allegations of the Commission’s complaint. 


As noted in the Commission’s complaint which was 
filed on November 11, 1976, BSC filed for an 
arrangement under Chapter XI of the Bankruptcy Act. 
The company’s bankrupt status was largely the result of 
a severely limited cash flow and a sharp decline in 
earnings and sales revenue. The complaint further 
noted that commencing in or about February, 1976 and 
particularly March of 1976, BSC experienced a marked 
improvement in sales and earnings. Information 
reflecting such improvement was not made available to 
members of the investing public. 


The complaint charged that Barnes and Palestini who 
are officers of BSC, R. Gladstone, a former employee 
and H. Gladstone and Terry purchased BSC common 
stock and/or recommended the purchase of that stock 
to others who executed transactions, based on this 
favorable non-public information. 


In connection with this action, it was further announced 
that on March 21, 1977 the Honorable Stanley Lesser, 
bankruptcy judge for the Southern District of New York 
concluded the Commission’s adversary proceeding in 
that court by signing a Consent Order requiring BSC to 
file and keep current with the Commission its periodic 
reports as are required to be filed by Section 13(a) of the 
Securities Exchange Act of 1934 and the rules 
thereunder. 


For further information see litigation release no. 7690. 





Litigation Release No. 7918/May 12, 1977 


UNITED STATES v. KENNETH BOVE, ALAN 
GOMPERS AND HOWARD SCHWELL 
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William D. Moran, administrator of the New York 
Regional Office (‘‘“NYRO’’) of the Securities and 
Exchange Commission (‘‘Commission”), and Robert B. 
Fiske, Jr., United States Attorney for the Southern 
District of New York (U.S. Attorney’’), announced 
that on April 14, 1977, Kenneth Bove, Alan Gompers 
and Howard Schwell plead guilty to an information filed 
by the U.S. Attorney charging them with violations of 
the anti-fraud provisions of the federal securities laws in 
connection with the public offering of the securities of 
Clayco Petroleum Corporation, Master Woodcraft, Inc., 
Multivox Corporation of America, National Auto 
Brokers Corporation, Princeton Associates for Human 
Resources, Inc., Thermal Industries, Inc., and Wells 
T.P. Sciences, Inc. The seven securities were traded on 
the over-the-counter market and underwritten by 
Kenneth Bove & Co., Inc. (‘Bove & Co.”), a defunct 
New York City broker-dealer whose registration with 
the Commission was revoked on June 22, 1976. 


As a result of the scheme to defraud, customers of 
Bove & Co. suffered losses of several million dollars. 


The information charged that from on or about 
January, 1970 to on or about May 25, 1972, the 
defendants used various fraudulent devices to first sell 
the seven Bove and Co. underwritings at substantial 
premiums above the initial public offering prices and to 
thereafter maintain artificially high trading prices in the 
after-market. These fraudulent devices included, 
among others, the following: 


(1) Misrepresenting the business prospects and 
earnings potential of the issuers to customers of Bove & 
Co. and others; 


(2) Causing the securities to open for public trading at 
substantial premiums above the initial public offering 
prices without regard to the value or the actual demand 
for the security, by pre-arranging guarantees against 
losses and buy-back agreements with customers of 
Bove & Co. and other broker-dealers; 


(3) Supporting the market in the securities at artifically 
inflated prices by: 


a. withholding delivery of stock certificates to 
customers of Bove & Co. in order to discourage or 
prevent sales by those customers; 


b. paying no commissions to salesmen of Bove & Co. 
for sales by their customers; 


c. paying extra incentive bonuses to salesmen of Bove 
& Co. for purchases of particular securities by their 
customers without disclosing to those customers that 
such incentive bonuses were being paid; 


d. requiring salesmen of Bove & Co. to obtain 
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replacement customers to purchase any securities being 
offered for sale by their customers before allowing any 
sales by those customers; 


e. engaging in stock swap transactions with other 
broker-dealers after which the swapped securities were 
held in the trading account of Bove & Co. or its 
customers’ accounts to prevent them from being sold 
on the open market at legitimate auction prices; and 


f. requiring customers and other broker-dealers to 
purchase Bove & Co. underwritings being sold in the 
after-market by Bove & Co. at artificially inflated prices 
as a condition of participating in future Bove & Co. 
underwritings. 


In addition, the information charged that as part of the 
scheme to defraud, the defendants would, by the use of 
nominee accounts, secretly sell Bove & Co. 
underwritings for their own benefit at substantial 
profits. 


The defendants could each receive a maximum penalty 
of 2 years imprisonment and a $10,000 fine. 


The defendants, a former officer and employees of 
Bove & Co., were previously sanctioned by the 
Commission in a related administrative proceeding 
instituted on June 13, 1974, (/n the Matter of Kenneth 
Bove & Co., Inc., et al., Adm. Pro. File No. 3-4509). 
See Securities Exchange Act Release Nos. 34-11706, 
34-12996 and 34-12997. 





Litigation Release No. 7919/May 12, 1977 


S.E.C. v. DONALD WOLFSTONE, et al. 
(U.S.D.C. WD Wash. C76-90V) 


Jack H. Bookey, Administrator of the Seattle Regional 
Office of the Securities and Exchange Commission, 
announced today that a order of dismissal was entered 
on May 5, 1977, by the Honorable Donald S. Voorhees, 
Judge, United States District Court for the Western 
District of Washington at Seattle, Washington for 
Michael J. Showers, a named defendant in a complaint 
filed by the Commission on February 5, 1976. The order 
of dismissal was entered by a stipulation entered into by 
the parties and was without prejudice or costs. 


Decrees of permanent injunction were entered by the 
Court against the other six defendants earlier. 


For further information, see Litigation Release Nos. 
7281, 7405, and 7616. 











Litigation Release No. 7920/May 12, 1977 


SECURITIES AND EXCHANGE COMMISSION v. 
AMERICAN COMMONWEALTH FINANCIAL CORP. et 
al. 


(N.D. Texas) Civil Action No. C.A. 3-77-0648 


The Securities and Exchange Commission (‘‘Commis- 
sion’’) announced today the filing of a civil injunctive 
action in U.S. District Court for the Northern District of 
Texas against American Commonwealth Financial 
Corporation (““ACFC), an insurance holding company, 
of which Great Commonwealth Life Insurance Co. 
(“GCL’’) and National American Life Insurance 
Company (‘’NALICO”) are or have been subsidiaries; 
Centram Industrial Limited (‘‘Centram’’), a Louisiana 
corporation; First Republic Life Insurance Company 
(“FRLIC’’), a Louisiana corporation; Jules B. LeBlanc, 
lll—Corporate Hotel Partnership (‘‘Partnership”), a 
Louisiana Limited partnership; Mountain, Inc. 
(““Mountain’’), a Louisiana corporation; Valley, Inc. 
(“Valley”), a Louisiana corporation; Rodolfo Jesus 
Aguilar (‘Aguilar’), a general partner in Partnership and 
owner of 30% of the stock of Mountain, and, directly 
and indirectly, all of the stock of Centram; Jules Burton 
LeBlanc, Ill (‘Jules LeBlanc’’), general partner in 
Partnership, owner of 70% of the stock of Mountain 
and 100% of the stock of Valley, and engaged in 
partnership with Aguilar in real estate development; 
?aul James LeBlanc (‘’P.J. LeBlanc’’), director and 
chairman of the board of ACFC from April 1975 to 
December 1976; and Roger Jean LeBlanc ("R. 
LeBlanc’), president, director and chief executive 
officer of ACFC from approximately April 1975 through 
present, controlling shareholder of ACFC since 
Feburary 1975, owner of 99.5% of the stock of FRLIC, 
and brother of Jules LeBlanc. The injunctive action 
charges the above-named defendants with violations of 
the antifraud provisions of the federal securities laws, 
and further charges ACFC, R. LeBlanc, P.J. LeBlanc, 
and FRLIC with violations of various reporting 
provisions of the federal securities laws. 


The Commission’s Complaint alleges that the 
defendants have been involved from approximately 
February 25, 1975 and continuing to the present, in a 
fraudulent course of conduct whereby they used the 
assets of ACFC and other public companies for their 
personal gain and benefit and to service debt owed to 
third parties by various of the defendants. 


According to the Complaint, prior to February 1975, 
defendants Jules LeBlanc, Aguilar and to a lesser extent 
R. LeBlanc had borrowed substantial sums from the 
Chase Manhattan Mortgage and Realty Trust 
(“CMART”), totalling over $25 million by the end of 
1974, in connection with real estate development in 
3aton Rouge, Louisiana. The principal development of 
Jules LeBlanc and Aguilar, through various limited 


partnerships including the Partnership, is known as 
“Corporate Square’’, a commercial and office complex. 
All of the CMART loans were personally guaranteed by 
R. LeBlanc or Jules LeBlanc and were in default by the 
end of 1974 because of the failure of the borrowing 
entities and the guarantors to make current payments of 
principal or interest. 


The Corporate Square debt to CMART was initially 
incurred as four or more separate loans to different 
entities allegedly formed by Jules LeBlanc and Aguilar. 
In addition, the Complaint alleges that R. LeBlanc was 
indebted to CMART in connection with the purchase of 
the Lakeland Square property. 


The Complaint further alleges that R. LeBlanc, aided 
and abetted by Jules LeBlanc, P.J. LeBlanc and others, 
acquired shares of common stock of ACFC so as to 
control that corporation in order to use its assets for 
their personal gain and to service the CMART debt. 


According to the Complaint, in February 1975 R. 
LeBlanc purchased approximately 28% of the common 
stock of ACFC, representing control of the corporation. 


The Complaint charges that in May, 1975 R. LeBlanc 
used the assets and credit of ACFC to assist Charest 
Thibaut, Jr. (“Thibaut’’), a guarantor of personal loans 
of R. LeBlanc and Jules LeBlanc at First National Bank 
of Commerce in New Orleans (‘‘FNBC”’), from 
defaulting on Thibaut’s own obligations to the same 
bank, and thereby impairing the personal debt of R. 
LeBlanc to FNBC. 


In June 1975, according to the Complaint, R. LeBlanc 
and Thibaut, acting on behalf of AAA, caused AAA to 
loan $1.8 million to a privately-held company, Riverland 
Realty Corp., which used the loan proceeds to purchase 
the real estate securing the loan from two corporations 
substantially owned by R. LeBlanc, at a price far in 
excess of the acquisition cost to R. LeBlanc two years 
earlier. Later, R. LeBlanc caused a subsidiary of ACFC 
to acquire a $530,000 participation in the AAA loan. 


In June and July 1975, according to the Complaint, R. 
LeBlanc caused ACFC to sell to him 505,050 shares of 
the company’s commonstock at a value of $2,000,000 in 
consideration for $1,000,000 and real property 
purportedly worth more than $1,350,000. The 
Complaint alleges that in connection with this additional 
acquisition of ACFC common stock, R. LeBlanc failed 
to disclose to the Board of Directors of ACFC and to the 
Commission, in an information statement on Schedule 
13D relating to the transaction which was filed by R. 
LeBlanc with the Commission on July 10, 1975, and in 
other filings with the Commission, that the real property 
involved in the transaction (the ‘‘Sherwood Forest 
Tract’’) had been acquired by Jules LeBlanc and other 
members of R. LeBlanc’s family only three years prior at 
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a price less than $400,000, and that the $1,000,000 in 
cash for the acquisition of the shares was borrowed 
from a bank by pledging the ACFC share which R. 
LeBlanc acquired in the February 1975 acquisition. 


According to the Complaint, the Chairman of the 
Louisiana National Bank in early August of 1975 told R. 
LeBlanc that the debts incurred by R. LeBlanc in 
connection with his February 25, 1975 purchase of the 
stock of ACFC would have to be removed from the 
bank. The Complaint charged that in order to borrow 
approximately $3.5 million to repay the Louisiana 
National Bank indebtedness, R. LeBlanc pledged about 
44% of the outstanding stock of ACFC, and, without 
the knowledge or prior approval of the ACFC Board of 
Directors, entered into a loan agreement with the 
National American Bank of New Orleans which 
materially restricted ACFC’s ability to conduct certain 
business, issue stock, increase capital or grant 
dividends. 


The Complaint alleges that in August 1975, R. LeBlanc, 
Jules LeBlanc and Aguilar engaged in the following 
course of conduct: Aguilar incorporated CENTRAM on 
August 18; on the same day, Jules LeBlanc and an R. 
LeBlanc corporation sold to CENTRAM their interest in 
certain land (the Wego Plantation) which the LeBlanc 
family had acquired in 1973 for $1.5 million; CENTRAM 
gave them the proceeds of a $3.0 million loan from GCL 
to CENTRAM. The GCL loan was secured by a 
mortgage on the Wego Plantation. In August 1975, a 
purchase money mortgage note secured by vendor's 
lien on the Wego Plantation and a second mortgage in 
the amount of $55,000 were still outstanding. The 
Complaint charges that in order to conceal the fact that 
GCL actually received only a junior lien on the property, 
which fact would make the CENTRAM note a non-ad- 
mitted asset of GCL under state insurance statutory 
accounting procedures, R. LeBlanc signed two title 
opinions for a title insurance company in which he 
falsely stated that GCL was receiving a valid first 
mortgage on the Wego Plantation. 


As a result of the sale of the property, according to the 
Complaint, R. LeBlanc received cash exceeding 
$1,100,000. 


The Complaint further alleges that in September 1975 
R. LeBlanc caused ACFC to purchase from Louis J. 
Roussel, Jr. (‘’Roussel’’) and others approximately 
56.5% of the outstanding shares of common stock of 
NALICO. As part of the consideration for the 
acquisition ACFC gave to Roussel mortgage notes 
secured by a mortgage on the Sherwood Forest 
property. This was the property given to ACFC by R. 
LeBlanc to secure his purchase of 505,050 shares of 
ACFC stock. NALICO became the holder of the 
Sherwood notes when Roussel complained to R. 
LeBlanc that the Sherwood Forest property was 
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substantially overvalued and demanded that he be given 
better assets in exchange for the Sherwood notes. In 
October 1975, R. LeBlanc caused NALICO to purchase 
the Sherwood notes from Roussel. 


The Complaint charges that in late November of 1975, 
R. LeBlanc and Jules LeBlanc, with the assistance of 
Aguilar, engaged in a series of transactions designed to 
utilize the credit of ACFC to assist the Baton Rouge 
“Corporate Square’ shopping and building complex, 
owned by Jules LeBlanc and Aguilar, in obtaining an 
extension of the CMART loans on which it and they 
were in default. 


The Complaint further alleges that in December 1975, 
R. LeBlanc, P.J. LeBlanc and a third person purportedly 
bound ACFC to supply $1.4 million of a required $1.5 
million line of credit to the Partnership, as a pre- 
condition to CMART’s agreement to renegotiating the 
Partnership’s and other Corporate Square entities’ debt 
to CMART, which was substantially in arrears. 


In furtherance of the aforementioned scheme, the 
Complaint charges that R. LeBlanc formed FRLIC on 
February 19, 1976. FRLIC was capitalized at least in part 
through the purchase of marketable securities from 
ACFC, which securities were subsequently liquidated 
by FRLIC. In payment for these securities, R. LeBlanc 
gave ACFC only his personal note in the amount of 
$1,417,938 secured by his FRLIC stock. 


The Complaint charges that R. LeBlanc has caused 
FRLIC to engage in certain transactions with 
publicly-held insurance companies whereby FRLIC has 
contracted to assume certain liabilities of these 
comparies and in exchange has acquired assets, 
including marketable securities, which he thereafter 
caused FRLIC to liquidate for cash. With this cash, 
LeBlanc allegedly caused FRLIC to purchase the notes 
or stock of various private companies owned and 
controlled by R. LeBlanc, Jules LeBlanc, or their 
associates, to disburse large sums of money to such 
persons, and to guarantee loans to such persons. The 
Complaint alleges that the insurance companies 
contracting with FRLIC have been relying on FRLIC’s 
ability to discharge its assumed liabilities, but that the 
above transactions have resulted in a _ material 
impairment of FRLIC’s capital and have raised questions 
about its financial condition. 


The Complaint further alleges that in 1976 FRLIC, 
directly and through subsidiaries, acquired 34% of the 


shares of American Public Life Insurance Co. 
(“APLIC’’), a Mississippi insurance company, and 
options to purchase a controlling block of shares of 
United Founders Life Insurance Co. (‘“UFLIC’’), an 
Oklahoma insurance company, and in connection 
therewith, filed false and misleading 13D information 
statements with the Commission. 








The Complaint alleges that there has existed a close 
relationship between Louisiana Governor Edwin 
Edwards and Jules LeBlanc. The Complaint further 
alleges that, at the request of Jules LeBlanc, Governor 
Edwards has contacted the Insurance Commissioner of 
Louisiana concerning possible regulatory and enforce- 
ment action to be taken with respect to FRLIC, after 
which the Insurance Department deferred such action. 


The Complaint charges the various defendants with 
making untrue statements of material facts and omitting 
to state material facts concerning the above 
transactions in various filings with the Commission and 
otherwise. 


The Complaint also charges that, in connection with the 
matters set forth above, defendants ACFC, R. LeBlanc 
and P.J. LeBlanc violated the reporting and proxy 
provisions of the federal securities laws. 


Simultaneously with the filing of the Complaint, without 
admitting or denying the allegations in the Complaint, 
R. LeBlanc, Jules LeBlanc, Aguilar, ACFC, FRLIC, 
Partnership, Mountain, Valley and Centram consented 
to the entry of Federal Court injunctions against 
violations of the anti-fraud provisions of the federal 
securities laws. In addition, R. LeBlanc, ACFC and 
FRLIC consented to injunctions against violations of the 
reporting provisions, and ACFC and R. LeBlanc 
consented to injunctions against violations of the proxy 
solicitation provisions. 


In addition, the following ancillary relief was consented 
to: 


1. R. LeBlanc agrees that, if he has not disposed of his 
ACFC stock within nine months, he will place his ACFC 
stock in a independent voting trust, and that he will 
resign as an officer of ACFC. 


2. ACFC agrees to hire a person to approve all ACFC 
transactions of over $5,000. He must be unaffiliated 
with ACFC and LeBlanc, and will serve until the 
establishment of the above voting trust. 


3. FRLIC and LeBlanc agree that FRLIC will not dispose 
of any asset of over $5,000 without 20 days’ prior notice 
to the Louisiana Insurance Commissioner. 


4. FRLIC, if the State of Louisiana does not perform a 
full-scale audit of FRLIC within 120 days, will hire an 
independent CPA to perform an audit of FRLIC, 
including affiliated transactions, and forward a copy of 
the audit report to the Commissioner of Insurance. 


5. FRLIC and LeBlanc agree not to vote for or nominate 
more than a minority of the Board of Directors of APLIC 
and UFLIC, in order that the Boards of these two 
companies remain composed of a majority of persons 
unaffiliated with LeBlanc. APLIC stipulated to be found 
by these provisions. 


Jules LeBlanc represents that he will not practice before 
the Commission without giving prior notice to the 
Commission; the Commission represents that it has no 
present intention to enter a 2(e) proceeding against him 
solely on account of the entry of the injunction, but that 
it may do so solely on the basis of the injunction if he 
provides notice to the Commisison within three years. 


The investigations leading up to the filing of this action 
were conducted jointly by the Commission's Fort Worth 
Regional Office and Home Office. 
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